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THE FEDERAL RESERVE BANKING 
SYSTEM IN OPERATION 


SUMMARY 


Necessarily slow development of the system, 628. — Organization, 
number and location of banks, 630.— Opening of reserve banks and 
reduction of required reserve of member banks, 637. — Rediscounting 
operations, 641. — Open market operations, 645. — United States bonds 
and municipal notes, 646. — Trade and bank acceptances, 647. — The 
nation-wide check collection system, 653.— State banks and the 
reserve system, 662. 


Tue Federal Reserve Act was passed on December 23, 
1913, and after nearly a year devoted to the work of 
preliminary organization the reserve banks were opened 
for business on November 16, 1914. At that time much 
remained to be done before the banks were prepared to 
undertake all the various activities authorized by the 
Act. Even now, after a year and a half of operation, 
methods of conducting some of these activities are still 
being worked out. This prolonged period of initial 
development is by no means to be regarded as evidence 
of any lack of a high degree of ability in the manage- 
ment of the system. On the contrary, the management 
is to be credited with far more of solid accomplishment 
than might have been anticipated when account is 
taken of the limitations of the Reserve Act and the 
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complicated and novel nature of many of the problems 
to be solved in establishing the system. 

It can only be as a result of a slow process of growth 
that the reserve system can reach the full measure of its 
development and exercise its various functions com- 
pletely and effectively. Evidently, then, actual experi- 
ence with the working of the banks does not as yet 
furnish an adequate basis for anything beyond the most 
tentative conclusions regarding the merits and defects of 
the system. A review of what has been so far accom- 
plished should, however, at all events, yield a better 
understanding of the nature of the system and of the 
difficulties which must be overcome in its development 
than was possible two and one-half years ago, imme- 
diately after the passage of the Federal Reserve Act. 

It has, for example, become far more evident that the 
organization of the reserve banks and the acquisition by 
them of considerable resources were but a first, and that 
perhaps the simplest, stage in the development of the 
system. The reserve banks are a group of central banks. 
They have been provided with resources and given 
special powers for the purpose of strengthening and safe- 
guarding the entire credit structure of the country. But 
ample resources, extensive powers, and also able man- 
agement, tho all absolutely essential, do not of them- 
selves constitute a central banking institution. If the 
reserve banks are to be anything more than rather 
cumbersome and expensive emergency institutions, they 
must be something more than a resource upon which 
other banks rely for assistance when subjected to 
unusual demands for money and credit from their own 
depositors. The reserve banks must be able to exert 
some influence upon the financial situation in ordinary 
times. Such an influential position in the banking 
world is not readily secured. In all other countries 




















FEDERAL RESERVE BANKING SYSTEM 629 


having central banks it was gained at a comparatively 
early stage of banking development. Commonly, it was 
an unintended consequence of the grant of a more or 
less complete monopoly of the issue of bank notes to a 
single institution. Wherever, and this is everywhere, 
in the early stages of the development of banking, the 
bank note was the principal instrument of bank credit, 
the other banks found themselves in a position of con- 
stant dependence upon the institution enjoying the 
monopoly of issue. Later came general recognition of 
the advantage which a banking system derives from 
a central institution which accepts the responsibility 
of safeguarding the credit structure, and consequently 
maintains itself in a condition of great strength at all 
times. This advantage has been great enough to insure 
the continuance of intimate relationships between 
ordinary banks and central banks long after the use of 
the check, as in England, has relegated the bank note 
to a position of relatively insignificant importance. 
The United States presents a unique instance of the 
establishment of central banks long after its banking 
system had reached a high state of development. The 
power to extend credit in the form of bank notes, tho 
useful and perhaps indispensable to the reserve banks, 
does not place the other banks in a position of depend- 
ence upon them. These other banks are numerous, and 
havelong been in intimate and, generally speaking, mutu- 
ally satisfactory relationship with each other. Precisely 
because our banking system has developed-without cen- 
tral banking machinery, banking methods and relations 
have been devised which in some respects are obstacles 
to the effective working of such a central organization. 
This situation was not, and could not be, suddenly 
transformed when the reserve banks opened for busi- 
ness on November 16, 1914. The reserve banks were 
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then simply a group of extraneous institutions with 
which a portion of the other banks of the country were 
connected through various provisions of the Federal 
Reserve Act. Close business relationships between the 
reserve banks and the other banks were still to be 
developed, a development which will require many years 
before it approaches completion. Confidence in the 
ability of the management and in the financial strength 
of the reserve banks is perhaps all that is required to 
lead the banks to rely mainly upon them for emergency 
purposes. But if the reserve banks are to become a 
regular factor in the ordinary everyday operation of the 
banking machinery of the country, the reserve banks 
must demonstrate that they are able to perform various 
services for the banks more efficiently and at lower cost 
than by means of other agencies with which the banks 
have had long and satisfactory experience. Even then 
the modification of the established banking practices 
must be a gradual process. 

The development of these service relationships with 
the other banks is a far more vital matter than the lend- 
ing operations of the reserve banks during this initial 
stage of the development of the system. The resources 
of the existing banks are sufficient to enable them to 
meet all ordinary demands for accommodation without 
resort to the reserve banks. Aside from periods of 
acute financial strain, the reserve banks will only inter- 
mittently as lenders come in contact with their member 
banks. In the following pages I shall therefore be 
mainly concerned with the consideration of what has 
so far been accomplished toward the development of 
intimate relations between the reserve banks and the 
other banks of the country. 

The difficulties encountered in providing a fully 
developed banking system with central banking ma- 
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chinery are strikingly reflected in the provisions of the 
Federal Reserve Act designed to secure to the reserve 
banks ample funds for their operations. In the case of 
European central banks the general public has sub- 
scribed to the capital stock, and funds are received from 
all who may wish to maintain balances with them. 
These banks began in a comparatively small way and 
with a reasonable certainty of making adequate earn- 
ings. But since the banking system which our reserve 
banks are to serve is large, large resources at the very 
outset were essential. All banks entering into direct 
business relations with the reserve banks were therefore 
required to subscribe to the capital and deposit a part 
of their reserves in the reserve bank in the part of the 
country in which they were situated. But if the banks 
had been left full freedom of choice in the matter, it was 
by no means certain that the prospective advantages of 
the federal reserve system would attract a sufficient 
number of banks to provide adequate resources. In 
fact, only a very small number of banks which were not 
compelled to join — banks and trust companies organ- 
ized under state law — have entered the system either at 
the beginning or since it has been in operation. The 
national banks were in an entirely different position. 
Within sixty days after the passage of the Federal 
Reserve Act they were obliged to signify their assent to 
its terms on pain of forfeiture of their charters. Con- 
version into state banks was possible but if any con- 
siderable number of national banks had refused to enter 
the system, they would have incurred a heavy loss on 
their holdings of 2 per cent government bonds deposited 
as security for their issues of bank notes. Only 18 out 
of 7493 national banks took this step, and the course of 
some of these was determined by other considerations. 
The organization of the reserve banks could accordingly 
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be perfected with the assurance that the banks would 
have very considerable resources when they were ready 
to begin operations. 

In the meantime, the Reserve Bank Organization 
Committee, consisting of the Secretary of the Treasury, 
the Secretary of Agriculture, and the Comptroller of 
the Currency, was engaged upon the highly difficult 
task of dividing the country into not less than eight nor 
more than twelve districts, and the selection in each 
district of a city in which a reserve bank was to be 
established. This Committee announced its decision 
on April 2, 1914. It divided the country into the maxi- 
mum number of districts, designating as Federal reserve 
bank cities Boston, New York, Philadelphia, Cleveland, 
Richmond, Atlanta, Chicago, St. Louis, Minneapolis, 
Kansas City, Dallas, and San Francisco. 

A smaller number of districts would have been in 
some respects advantageous, particularly in ease of 
management and presumably in lower cost of operation. 
On the other hand, experience with the working of the 
system has not disclosed serious defects which would 
have been avoided if a smaller number of banks had 
been established. Moreover, in favor of the larger 
number of districts there were a number of considera- 
tions of more weight than any which could be advanced 
in favor of a smaller number. It is clearly desirable 
that all banks should have ready access to their reserve 
banks. Even with twelve districts the area of some of 
them, notably the San Francisco district, is undesirably 
tho necessarily large. Through the establishment of 
branches this difficulty can, it is true, be met in some 
measure. But it is significant that the entire directorate 
of the San Francisco Reserve Bank is drawn from that 
city and its vicinity. With a smaller number of dis- 
tricts it would have been necessary either to have greatly 
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enlarged the area of the southern districts and those 
west of the Mississippi River, already sufficiently large, 
or to have joined the Boston and Philadelphia districts 
to New York. Whatever merits the latter arrangement 
might have from a banking standpoint, it would have 
been distinctly contrary to the spirit of the Federal 
Reserve Act. Whether wisely or not, one of the avowed 
purposes of that measure was to lessen so far as possible 
the dominance of New York over the financial activities 
of the country. The size of each reserve bank, it will be 
recalled, is determined mainly by the size of its member 
banks. Owing to the relatively great banking resources 
of the northeastern states, and especially of New York 
City, the New York Reserve Bank, tho it includes only 
New York state and a part of New Jersey and Connecti- 
cut, has over 40 per cent of the resources of the twelve 
reserve banks. If the banks of the Boston and Phila- 
delphia districts had been included, the resources of the 
New York Reserve Bank would have been increased to 
nearly 60 per cent. 

An immediate tho secondary advantage of the 
decision to create the maximum number of districts 
should be noted. All important cities throughout the 
country without exception were desirous of being 
selected as the location of a reserve bank. Baltimore 
and New Orleans in particular were grievously dis- 
appointed at being in districts the reserve banks of 
which were placed in cities of less mercantile and 
banking importance as well as of smaller population. 
If there had been any possibility of forming additional 
districts, it is certain that overwhelming pressure would 
have been brought to bear to secure a modification of 
the work of the Organization Committee immediately 
upon the assumption of its duties by the Federal 
Reserve Board. 
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After all, local pride far more than positive business 
advantage was at stake in the selection of cities in which 
reserve banks have been established. When sufficient 
time has elapsed for the system to be fully developed 
and tested by experience, it may perhaps prove desir- 
able to reduce or to enlarge the number of districts. 
Modifications of this sort will, however, require con- 
gressional action. The authority granted the Federal 
Reserve Board in the Reserve Act “‘ to revise the deter- 
minations of the Organization Committee’ has been 
interpreted by the Attorney General of the United 
States to extend only to modifications of the boundaries 
of districts and does not give the Board authority to 
reduce the number of districts or to change the location 
of reserve cities. Five changes in the boundaries of 
districts have been made by the Federal Reserve Board. 
The most important of these was the transfer of the 
banks of northern New Jersey from the Philadelphia 
to the New York district. Requests for more radical 
changes, such as the transfer of banks in Wyoming and 
Nebraska from the Kansas City to the Chicago district 
have very properly been deferred until sufficient time 
has elapsed to yield a better understanding of the work- 
ing of the system. Further slight changes may be 
anticipated from time to time, but the need for import- 
ant change will never be of an urgent nature requiring 
prompt action. These, as well as other fundamental 
changes, may well wait upon the slow procedure of 
legislative enactment. 

Following the announcement of the division of the 
country into districts, the Organization Committee on 
April 8, 1914, gave notice of the period of thirty days 
during which member banks were required to subscribe 
an amount equal to 6 per cent of their own capital and 
surplus to the stock of the reserve banks. On May 18, 
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the organization certificate of the reserve banks was 
executed by five member banks in each district desig- 
nated for the purpose. The banks in each district were 
then classified for electoral purposes into three groups 
equal in numbers; the first group contained the banks 
having the largest capital and surplus; the second 
group, those next in size; and the remaining banks in 
the third group. Nominations followed, and early in 
July each group of banks in the several districts elected 
two directors for its reserve bank. This somewhat 
cumbersome method of choosing directors is designed 
to insure representation to the smaller banks. The 
arrangement is one which might on occasion prove 
useful, but might also yield a management lacking in 
unity of purpose. With a small directorate consisting 
of men of wide business experience, a particular method 
of election is not likely to have much significance one 
way or the other. At all events, in the selection of these 
first directors it is probable that virtually the same men 
would have been chosen if each bank had cast a ballot 
for the entire number. 

With the election of reserve bank directors by the 
member banks, the work of the Organization Com- 
mittee was finished. No further steps could be taken 
toward the establishment of the banks without action 
by the Federal Reserve Board. It was doubtless no 
easy task to select the five members who together with 
the Secretary of the Treasury and the Comptroller of 
the Currency constitute this important body. Nomina- 
tions were sent to the Senate on June 3, where objections 
to the confirmation of two of them were encountered. 
One nomination was finally withdrawn at the request 
of the nominee. After this delay, confirmation was 
secured on August 7, and on August 10, 1914, the 
members of the Board took the oath of office. The 
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membership of the Board was everywhere considered 
highly satisfactory, and the fear which many had enter- 
tained that it might be a political body was at least for 
the time being set at rest. Experience has not lessened 
this early confidence, tho the opinion may be ventured 
that the Reserve Board would have been somewhat 
strengthened if its membership included a banker of 
wide experience in the domestic banking practice and 
financial conditions in the northern half of the country. 
There are only two bankers on the Board, the mini- 
mum number required by the Reserve Act: one an 
acknowledged expert on everything relating to foreign 
and investment banking, the other an experienced 
southern banker. A lawyer, an economist, and a rail- 
road executive, together with the ex-officio members, 
constitute the remainder of the Board. 

Upon taking office the Federal Reserve Board at 
once gave its attention to the selection of three govern- 
ment directors for each of the reserve banks. It was not 
until these were appointed, shortly after the middle of 
September, that further progress could be made toward 
completing the organization of the system. In the 
meantime much valuable work of a preliminary nature 
had been performed by a committee of experts ap- 
pointed early in the year by the Organization Com- 
mittee. A report by these experts provided a useful 
concrete basis for the discussion of methods of internal 
organization, accounting practice, and the like, which 
were worked out by representatives of the banks in 
conference with the Reserve Board during October. 

By far the most important duty devolving on the 
directors of the reserve banks in this stage of the organi- 
zation was the selection of governors, as the chief exec- 
utive officer of the reserve banks is styled. There is no 
mention of this important official in the Federal Reserve 
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Act, which simply provides that the Reserve Board 
shall designate one of the government directors as chair- 
man of the board of directors for each reserve bank. In 
practice the governors have been the active managers 
of the banks, while the chairmen have been the channel 
through which the Federal Reserve Board acts in regu- 
lating and supervising the operations of the banks. 
Notwithstanding this division of responsibility, the 
arrangement has worked smoothly in practice. The 
governors have been a potent factor in the development 
of the system. They are all bankers comparable in 
standing and experience with the presidents of the banks 
in the cities in which the reserve banks are established. 
They occupy a position of greater dignity and influ- 
ence than managers of branches could possibly attain. 
While the Reserve Act was passing through Congress, 
many bankers favored a central bank with branches. 
Happily, the plan of a decentralized system was 
adopted. Each Federal reserve bank is in large measure 
an independent institution managed by local people. 
Its officers and directors are in position to speak with 
authority for the different sections of the country which 
they represent. The judgment of the governors of the 
reserve banks, backed up by their boards of directors 
and supplemented by the representations of the advisory 
council, have had great weight in the development of 
the reserve system, and may be expected to counteract 
a seemingly inevitable tendency toward rigid bureau- 
cratic management when business is conducted by 
government officials. 

At the end of October the work of internal organiza- 
tion of the banks was still far from completion, and the 
Reserve Board had made little progress toward the 
precise determination for practical use of the numerous 
provisions of the Reserve Act regarding the operations 
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of the banks. In a normal period the opening of the 
banks would doubtless have been deferred until well 
after the beginning of the next year, but owing to the 
crisis which came with the outbreak of the European 
war it was deemed advisable to open them at the earliest 
possible moment. The strain of the crisis was, it is true, 
already diminishing, more rapidly, indeed, than was 
generally perceived; and altho the crisis was in many 
respects entirely unprecedented in character, a period 
of inactive business and monetary ease was to be antici- 
pated. It was rightly believed, however, that the effect 
on sentiment of the opening of the banks would be good 
in all parts of the country and might be of great positive 
advantage in the South, which was threatened with 
disaster on account of the almost complete cessation of 
cotton exports. 

In the disturbed condition of affairs it would still have 
been most venturesome to have opened the banks 
before perfecting their organization, if there had been 
serious danger that they would at once have been called 
upon to assume heavy financial responsibilities. Of 
this there was not the slightest likelihood on account of 
certain important provisions in the Federal Reserve 
Act. On the day of the opening of the reserve banks 
the required reserves of all the national banks were to 
be materially reduced. For banks in central reserve 
cities the reduction was from 25 per cent to 18 per cent 
of demand deposit liabilities, for reserve city banks 
from 25 per cent to 15 per cent, and for country banks 
from 15 per cent to 12 per cent. By these changes in the 
law the lending power of the banks was enlarged very 
much as it would have been if they had unexpectedly 
found themselves possessed of several hundred millions 
of additional cash in their vaults. Of course the banks 
were no stronger than before, except in so far as the 
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establishment of the reserve banks made possible the 
more effective use of reserves; but in a community 
which has made a somewhat slavish adherence to a 
definite reserve ratio a canon of sound banking, the 
effect of the change in the law was bound to be little 
short of magical. For reasons which will appear later, 
country banks and many banks in the reserve cities 
were unable to take full advantage of the reduction in 
reserve requirements; but banks in the central reserve 
cities, and notably those in New York, were able to 
do so as soon as the demand for loans would permit. 
A surplus reserve of the New York national banks 
of $5,000,000, was increased at a stroke to over 
$85,000,000, and from a condition of stringency the 
money market passed quickly to a state of compara- 
tive ease. 

The immediate advantage to be gained from an early 
opening of the reserve banks was, it will be seen, not 
secured through the operations of the reserve banks. 
While the reduction in reserves could not have been 
made with safety if the operations of the reserve banks 
had not been in prospect, the immediate effects of the 
reduction required no action whatever on the part of 
the reserve banks beyond their formal existence. There 
was, of course, a possibility that the transfer of funds 
from member banks to the reserve banks which was to 
take place when they opened would occasion some 
temporary financial disturbance. But it was reasonably 
certain that the reduction in reserves was so considera- 
ble that there was no ground for serious apprehension. 
Accordingly, on October 26, 1914, the Secretary of the 
Treasury issued the formal notice, required by the 
Reserve Act, that the reserve banks would open on 
November 16, 1914. On October 28, the Reserve Board 
called upon member banks to make on November 1 
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their first payment on their subscriptions to the capital 
stock of the reserve banks, an amount equal to 1 per cent 
of their own capital and surplus. This payment brought 
into the reserve banks slightly more than $18,000,000. 
Similar payments were made on February 1 and May 1, 
1915, as required by the law. This completed the 
payment of one-half of the subscription of member 
banks to the capital stock of the reserve banks. The 
remainder is subject to call by the Federal Reserve 
Board at any time, but it is altogether unlikely that it 
will ever be required, since the present paid-up capital 
of the reserve banks is already undesirably large. The 
total paid-in capital of the banks is now, June, 1916, 
$54,864,000. It is, of course, subject to constant slight 
fluctuations with changes in the capital and surplus of 
the member banks, and would be materially increased if 
state banking institutions generally were to enter the 
reserve system. 

On November 16, 1914, the day the reserve banks 
opened, a much larger sum was transferred to them — 
a certain percentage of the required reserve of all 
member banks. Central reserve city banks deposited 
an amount equal to 7 per cent of their own deposits, 
reserve city banks a preliminary deposit of 3 per cent, 
and country banks 2 per cent. The total amount of 
these initial reserve deposits received by the reserve 
banks was in the neighborhood of $230,000,000, so that 
with the first instalment of capital they began opera- 
tions with cash resources of about $250,000,000. These 
transfers of funds to reserve banks were made without 
the slightest financial disturbance or inconvenience to 
any class of banks. It had been anticipated that coun- 
try banks and perhaps reserve city banks might make 
their payments to a considerable extent in drafts against 
balances with city correspondents, but all classes of 
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banks seem to have found it feasible to take the neces- 
sary funds from their own cash holdings, and to work 
thereafter with smaller amounts of cash in vault than 
had been their custom in the past. This conclusion is 
confirmed by the reports of the condition of the national 
banks to the Comptroller of the Currency, which show a 
smaller average cash reserve in the vaults of the banks 
than they were accustomed to maintain before the 
reduction in reserve requirements. It follows therefore 
that this initial transfer of funds to the reserve banks 
imposed no burden whatever on the member banks. In 
this important respect it was unlike later transfers 
which have involved some sacrifice on the part of many 
members of the system. 

While the Reserve Act was passing through Congress, 
and while the banks were being organized, it was 
generally believed that rediscounts for member banks 
would be the principal avenue for the employment of 
their funds. Indeed, no other kind of business had been 
authorized by the Federal Reserve Board at the time 
the banks opened for business. Discount rates were 
fixed for rediscounts at rates varying with the maturity 
of the paper offered, and varying also to a slight extent 
for the same classes of paper as between the different 
districts. These rates ranged from 5} per cent to 64 per 
cent, and were in general at a level at least as high as 
prevailing rates for commercial loans of the best quality 
in the cities in which the reserve banks were established. 
But on account of the large amount of funds set free 
by the reduction in reserve requirements, there was 
almost no demand for rediscounts at the reserve banks 
except at those in the three southern districts. Redis- 
count rates were therefore quickly reduced, and at the 
close of the year, 44 per cent to 5 per cent were the 
ruling rates for most maturities. At that time the total 
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for rediscounts of all the reserve banks was $10,593,000, 
of which rediscounts of the southern banks made up 
$4,027,000. During 1915 rates were further reduced 
until 4 per cent became the rate for nearly all classes of 
rediscounts at all of the reserve banks. There was some 
increase in the amount of rediscounts, but the total at 
the end of the year 1915 was only $32,000,000, and of 
this amount 74 per cent was at the three southern banks. 
No change in this situation is as yet apparent. The 
return for June 17, 1916, shows a total of discounts of 
$20,425,000, of which $13,307,000 represent business at 
the three southern banks. 

The insignificant amount of rediscount business 
which has come to the reserve banks cannot be attri- 
buted to provisions in the Reserve Act regarding the 
character of paper which is eligible. Only loans the 
proceeds of which are to be used for commercial pur- 
poses, it will be recalled, are eligible for rediscount at 
the reserve banks. Soon after the banks opened, the 
Federal Reserve Board issued a circular containing 
regulations defining acceptable paper. These regula- 
tions, which were not to go into effect until after the 
middle of the following year, would have required a 
decided change in existing banking practice if any 
considerable amount of the loans of the banks were to 
be made eligible. The regulations were, however, 
speedily withdrawn when it was perceived that there 
was an entire absence of desire on the part of the banks 
to borrow. It was evident that the reserve banks were 
in no position to put pressure upon member banks, and 
that the attempt was certain to react unfavorably upon 
the Federal reserve bank system. Under the revised 
regulations any loan maturing within ninety days which 
a bank makes to a borrower whose current assets are in 
excess of his current liabilities is considered a com- 
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mercial loan, and consequently eligible for rediscount. 
A longer maturity of six months is authorized by the 
Reserve Act in the case of agricultural and live stock 
paper, and such loans constitute a considerable portion 
of the rediscounts of those of the reserve banks which 
have secured any considerable amount of business. On 
June 17, 1916, for example, 63 per cent of the loans of 
the Minneapolis bank consisted of agricultural and live 
stock paper, 36 per cent for the Dallas bank, and about 
22 per cent for the Kansas City and Chicago banks. It 
is also significant that no small part of these agricultural 
discounts have come to the reserve bank under the 
stimulus of exceptionally low rates, 3 per cent and 34 
per cent on commodity paper which consists of loans 
secured by various agricultural staples in warehouse. 
Evidently the failure to secure a large volume of redis- 
counts is not to be explained by any obstacle for which 
either the Reserve Act or the management of the banks 
can be held responsible. 

During the first few months of operation of the reserve 
banks the reduction in the required reserve of member 
banks and the inactivity of business following the crisis 
fully account for the slight demand for rediscounts. 
Since the early part of 1915, however, loans and other 
investments of banks throughout the country have 
increased by leaps and bounds, but the unprecedented 
inflow of gold from Europe has provided the basis for 
the resulting expansion of bank credits. In most parts 
of the country the banks have had at their disposal 
greater lending power than they could readily employ 
with safety and at remunerative rates. When more 
normal conditions return, all of the reserve banks will, 
doubtless, secure a greater amount of rediscounting 
business. But it is by no means certain that for all 
of them the increase will be very considerable. The 
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volume of funds which the banks of a large section of 
the country have at their disposal has been for many 
years quite sufficient to enable them to meet all 
demands for short time loans from solvent borrowers. 
In every section there are particular localities in which 
the demand for accommodation regularly or seasonally 
exceeds the resources of the local banks. These banks 
will be more or less regular patrons of the reserve 
banks, if they are offered as favorable terms as by 
other banks of the large cities which have served these 
bank borrowers in the past. Local borrowing require- 
ments very generally exceed the resources of ‘the 
southern banks, and consequently the three reserve 
banks in that section of the country will presumably 
find a constant rediscount demand for all of the funds 
which they may care to employ in ordinary times. 
This method of employing any considerable propor- 
tion of the funds of the reserve banks in ordinary times 
will probably not be found feasible in all the districts, 
and would, moreover, be inadvisable. A policy which 
may be adopted with safety by a few of the smaller 
reserve banks and their member banks, relying, if need 
arises for assistance, upon banking institutions in other 
parts of the country, cannot be followed in the handling 
of the more important reserve banks or the system as a 
whole. Under our system of numerous local banks 
credit is far from being fluid. The accommodation 
granted by reserve banks to banks outside the money 
centers may be said to be placed in separate compart- 
ments. It is presumably serviceable to the several 
banks and to the business of the communities in which 
they are situated. But such loans taken as a class are 
not liquid. It is only in the money centers that both 
the demand for and the supply of credit are elastic, and 
readily responsive to slight changes in discount rates. 
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If banking in this country were conducted by a com- 
paratively small number of large banks operating num- 
erous branches from head offices in the large cities, 
rediscounts made to them by reserve banks would 
possess every desirable quality from the point of view of 
central banking policy. Sporadic loans made among 
thousands of scattered banks obviously have an 
entirely different character. 

It would seem to follow, then, that there must be wide 
differences in functions and policies among the various 
reserve banks. An analogous situation is found in the 
business of most, if not all, of the European central 
banks. The business which they handle at their 
branches is largely local, and is comparatively little 
influenced by the changes in discount rates which are so 
potent a factor in European money centers. Similarly, 
some of the reserve banks, quite certainly the three 
southern banks and perhaps those of Minneapolis and 
Kansas City, will be mainly concerned with meeting the 
local demand within their own districts. Other reserve 
banks, particularly the New York bank and those of 
Philadelphia and Boston, will shape their policies 
primarily with reference to the financial situation not 
only in this country but in other countries as well. They 
will rediscount for the local member banks, but fortu- 
nately the demand from this source will probably not 
be great enough to absorb any very large proportion of 
their funds. If, contrary to expectation, in the future 
these reserve banks do experience a constant and sub- 
stantial demand for rediscounts from local banks, it will 
be necessary for them to maintain far higher reserves 
than European central banks with their more liquid 
investments. 

Rediscounts for the banks of the important cities 
would provide business satisfactory in character which 
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would be responsive to changes in discount rates, but it 
seems unlikely that any appreciable demand for accom- 
modation will come from these banks except toward 
the close of periods of intense business activity and 
during the periods of crisis and severe financial strain 
which commonly follow such activity. The only other 
method of securing business which may possibly give 
the reserve banks some influence in the money markets 
of the country is to enter into competition with the 
city banks and deal directly with borrowers. This is 
also the only means of insuring the employment at all 
times of a sufficient portion of the funds of the reserve 
banks to enable them to meet expenses, to say nothing 
of the payment of dividends. These considerations 
were given much attention in framing the Federal 
Reserve Act, and accordingly the reserve banks were 
authorized to engage in certain “ open market opera- 
tions” after detailed regulations had been issued by 
the Reserve Board. These operations are, however, 
narrowly restricted and consist of the purchase and 
sale of United States government bonds, of state and 
municipal notes maturing within six months, and of bills 
of exchange arising out of commercial transactions. 

Investments in government bonds and in municipal 
notes cannot give the reserve banks an influential posi- 
tion in the money markets of the country. At the most 
they simply enable the reserve banks to employ funds 
which would otherwise be idle. They may be an import- 
ant source of income, but have no positive banking 
significance. 

The provisions of the Reserve Act relating to govern- 
ment bonds are extremely complicated, and are designed 
primarily to insure the national banks against loss on 
their holdings of 2 per cent government bonds against 
which circulation has been issued. The reserve banks 
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are to purchase each year at least $25,000,000 of these 
bonds, either from member banks, or, since this will also 
maintain the price of the bonds, in the open market. 
Each bank must take an amount of bonds equal to its 
proportion of the total capital and surplus of all of the 
reserve banks. On June 17, 1916, the banks held 
$59,000,000 of these bonds. They may be used as secu- 
rity for bank notes issued under exactly the same con- 
ditions as the circulation of the national banks. They 
may also, losing the circulation privilege, be converted 
one-half into 3 per cent thirty-year government bonds 
and one-half into 3 per cent treasury notes, subject to 
the obligation of renewal each year for thirty years. If 
the 3 per cent bonds and notes prove marketable, much 
of each year’s annual instalment will doubtless be 
converted; on the other hand, should the reserve banks 
find their holdings steadily on the increase, they will 
presumably be used as a basis for the issue of Federal 
Reserve Bank notes. One of the banks has already 
issued about two million dollars of these bank notes, 
which must be carefully distinguished from the Federal 
Reserve notes which have been issued by all of the 
banks. 

Investments in municipal warrants or notes maturing 
within six months have provided an important means 
of employing the funds of the reserve banks during 
the present period of monetary ease. On June 17, 1916, 
the banks held $22,300,000 of these securities, and at 
one time their holdings exceeded $40,000,000. These 
municipal notes are a far more liquid investment than 
the government bonds, but, it may be repeated, dealings 
in them do not give the reserve banks any appreciable 
influence over the money markets of the country. 

By far the most important open market operations in 
which the reserve banks may engage are dealings in bills 
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of exchange. The provision in the Reserve Act authoriz- 
ing these operations would open a wide field of activity 
to the banks, were it not for the almost entire absence of 
the time bill of exchange in domestic business transac- 
tions in the United States. Many years ago the promis- 
sory note supplanted the bill of exchange in this country. 
For more than a generation, borrowers have been secur- 
ing accommodation from the banks on their own notes, 
single name paper, or on the endorsed notes of their 
customers, double name paper. The authors of the 
Federal Reserve Act were strongly of the opinion that 
the bill of exchange is far superior to the promissory 
note for every banking purpose, and accordingly the 
note was excluded from open market operations by the 
reserve banks. The Federal Reserve Board evidently 
shares this view. While promissory notes are eligible for 
rediscount by member banks, a preferential rate has 
been established for rediscounts of trade acceptances 
— bills of exchange drawn by the seller of goods and 
accepted by the buyer. Rates for the purchase of this 
class of bills in the open market have also been estab- 
lished by some of the reserve banks. It is significant, 
however, that up to the present time only an insigni- 
ficant amount of these bills has come to the reserve 
banks, either by purchase or rediscount. 

It is certain that a return to the use of the trade 
acceptance as the common instrument in commercial 
dealings in this country cannot be accomplished 
speedily. The aggregate loans of the reserve banks in 
normal times in proportion to the loans of all the banks 
will be too small to make the preferential rate accorded 
the trade acceptance a potent influence in bringing 
about a change in present practice. The trade accept- 
ance will not supplant the promissory note unless 
bankers generally and the business community as well 
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become convinced that the change is clearly advan- 
tageous. Upon this question there are wide differences 
of opinion. The fundamental point at issue is whether 
an analysis of the entire financial position of the bor- 
rower or a series of particular transactions affords the 
lender better safeguards against loss. To venture an 
opinion as to the final outcome would be hazardous, but 
it would seem reasonably certain that in the immediate 
future no considerable amount of domestic trade ac- 
ceptances will be available for open market operations 
by the reserve banks. 

The prospects for the development of the bank 
acceptance are somewhat more promising. Prior to the 
passage of the Federal Reserve Act, national banks 
could not engage in this branch of banking, and even 
now they are only permitted to accept bills arising from 
the foreign trade of this and other countries. In a few 
of the states, notably New York, there has been recent 
legislation authorizing state banks and trust companies 
to accept domestic bills, and a grant of this power to 
national banks, which is being urged by the Federal 
Reserve Board, will doubtless sooner or later be con- 
ferred by Congress. 

The bank acceptance is unlike the trade acceptance 
in many important respects. It has most of the advan- 
tages both of the bill of exchange and of the promissory 
note. The accepting bank bases its readiness to accept 
upon very much the same considerations which are 
taken into account in discounting single name paper — 
the character and financial position of the borrower, as 
shown by financial statements and other information. 
It is, however, by no means certain that the bank 
acceptance will come to be commonly used in domestic 
business in this country. In Germany it is a method of 
borrowing favored both by banks and the business 
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community. In other countries, notably England, the 
use of the bank acceptance is confined almost entirely 
to foreign business. This difference in banking practice 
is apparently in large measure a consequence of differ- 
ences in the available supply of funds at the disposal of 
the banks. In England where the supply of funds 
which the banks would willingly employ in domestic 
commercial loans has far exceeded the demand, the 
banks have naturally preferred to discount rather than 
to accept for their customers. A similar disinclination 
among bankers, coupled with the greater complexity of 
acceptance arrangements, as contrasted with the dis- 
count of notes and payment by checks, will work against 
the general adoption of the bank acceptance in domestic 
business in this country. Like the trade acceptance, 
therefore, the domestic bank acceptance seems to hold 
out little promise of becoming in the near future an 
extensive field for the open market operations of the 
reserve banks. 

In the trade between countries the bill of exchange 
is not merely a convenient instrument, possibly, but 
not certainly superior to the promissory note — it is 
absolutely indispensable. To avoid entering upon the 
intricate details of foreign exchange operations, one 
reason among many must suffice. On account of the 
constant fluctuations in foreign exchange rates, the 
exporter almost invariably desires to convert his claim 
against the purchaser of goods into cach as soon as the 
goods are ready for shipment. This is readily accom- 
plished through the sale of a bill of exchange drawn by 
the seller on the buyer and accompanied by shipping 
documents so drawn as to give control of the goods until 
the bill of exchange is either accepted or paid, in accord- 
ance with the tenor of the instrument. The security 
afforded by the bill of exchange with documents 
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attached is further enhanced if the bill is drawn upon a 
bank rather than upon the purchaser of the goods. For 
this reason, to an increasing extent the bank accept- 
ance is displacing the commercial bill in foreign trade 
throughout the world. The importer, for example, 
secures an acceptance credit with a well-known bank 
in his own or in some other country, and instructs his 
agents or those from whom he purchases goods to draw 
bills accompanied by shipping documents upon the 
accepting bank. Similarly, the exporter draws bills on 
banks in his own or in some other country, with which 
his customers have established acceptance credits. 
These arrangements lessen the risk of loss, and since 
bank acceptances everywhere can be discounted at 
lower rates than trade acceptances, a better price is 
secured for the bills. 

The bulk of the acceptance business arising out of the 
foreign trade of the entire world has for many years 
been conducted in London. The European war has 
enabled American banks to make some headway in its 
development. In this development the reserve banks 
have been an essential factor, through their readiness to 
buy acceptances at low rates of discount. A rate of 
from 2 per cent to 4 per cent was established for pur- 
chases of this class of bills in February, 1915. Most 
purchases hitherto have been made at rates ranging 
between 2} per cent and 23 percent. These acceptances 
have been the largest single investment of the reserve 
banks and amounted on June 17, 1916, to $64,943,000. 
All the reserve banks, with the exception of the Dallas 
bank, have invested in them, though they have mainly 
been purchased by the reserve banks of New York, 
Philadelphia, and Boston. 

At the return of peace, it will be no easy matter to 
retain the acceptance business already acquired, to say 











652 QUARTERLY JOURNAL OF ECONOMICS 


nothing about its further expansion. It is an advantage 
both to exporters and importers to have bills drawn 
upon a single central world market, rather than on 
cities in each of the countries with which they are 
trading. In all parts of the world there is a broad mar- 
ket for sterling bills, because not only trade with 
England, but with all other countries, has been handled 
by means of bills drawn on London. Persistent efforts 
to give bills on other money centers, notably Berlin, the 
standing of the London bill have not succeeded. If a 
prolonged period of peace is to be anticipated at the 
close of the present war, the supremacy of the London 
acceptance will presumably continue. In any event, if 
the acceptance business is to take its place as a regular 
activity of American banks, funds must be always 
available for the purchase of acceptances in this country 
at as low rates as in any of the other money markets of 
the world, regardless of the demands for loans arising 
out of purely domestic activities. If the acceptance 
business is regarded primarily as a means of employing 
temporarily idle funds, it will not be retained. Accept- 
ances are a liquid investment for a market like London 
which has a firm grip on the bulk of the business. The 
London acceptance is also a liquid investment for 
foreign banks, but our own acceptances, during the 
initial development period, cannot be handled as a 
liquid investment by a market which aspires to place 
its bills on an equal footing with bills drawn upon 
London. 

From this analysis of the loans and investments of the 
reserve banks, it will be seen that aside from their pur- 
chases of acceptances, they have not as yet exerted any 
appreciable influence upon the policies and activities of 
the other banks of the country. A period of a year and 
a half, especially one of monetary ease, furnishes no 
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adequate basis for positive conclusion, but the opinion 
may be hazarded that not much in this direction is 
likely to be accomplished in the immediate future. 
Rediscounts, to a varying number of the numerous 
small banks outside the large cities, together with a 
limited volume of open market operations in municipal 
notes and acceptances, would seem to be the fields 
within which the investments of the reserve banks will 
be made. City banks for a long time to come, when 
they experience slight temporary strain upon their 
resources, will apparently continue to rely upon the 
withdrawal of funds from the call loan market rather 
than upon rediscounts from reserve banks. Finally, 
there would seem to be no sufficient mass of business 
available to the reserve banks through open market 
operations to enable them to make their rates effective 
by entering and withdrawing from the market. 

If these forecasts do not prove seriously at fault, the 
lending operations of the reserve banks will have little 
importance, except during periods of severe financial 
strain. For emergency purposes alone, however, the 
system would seem to be unnecessarily cumbersome and 
expensive. Fortunately, there is another service which 
the reserve banks can render, which will not only 
strengthen the banking system, but which will also 
enable them to enter into helpful and regular relations 
with all member banks. Already the reserve banks 
have put into successful operation a system of making 
settlements among themselves, which employs between 
banks in different places the familiar clearing principle 
of off-sets. Settlements are made weekly by debiting 
and crediting the account of each reserve bank with a 
gold settlement fund in which each bank maintains a 
balance. By this simple arrangement a very consider- 
able part of the payments between different sections of 
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the country is completed with minimum shipments of 
currency or gold. 

The direct advantage of the improvement secured 
through the gold settlement fund goes mainly to the 
banks of the large cities, since it is between them, in the 
final analysis, that settlements are made for all the mass 
of transactions between the different sections of the 
country. Much more than this can, however, be accom- 
plished by the reserve banks, through the establishment 
of a universal system for the collection of checks. By 
this means the banking system can be greatly strength- 
ened, and at the same time the burden of providing the 
resources of the reserve banks, which otherwise must 
fall heavily upon some of the member banks, can be 
lightened, if not entirely removed. 

The funds of the reserve banks are mainly derived 
from the member banks, each contributing to the capital 
in proportion to its own capital and surplus, and also 
a portion of its required reserves. The transfer of the 
funds made at the time the reserve banks were opened 
did not, as we have seen, impose a burden on the banks, 
because the money was taken from cash in the vaults 
of the various members. But with the exception of the 
banks in central reserve cities, the initial transfer was 
only one of a succession of deposits which the member 
banks were required to place with their reserve bank. 
In addition to the initial transfer, (3 per cent of their 
deposits in the case of the reserve city banks, and 2 per 
cent in the case of the country banks) both these 
classes of banks were required to deposit three addi- 
tional instalments of 1 per cent each, on November 16, 
1915, and May 16 and November 16, 1916. Two of 
these instalments have already been transferred. 
When the process is completed the reserve deposits of 
the various classes of banks will be 7 per cent for the 
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central reserve city banks, 6 per cent for reserve city 
banks and 5 per cent for country banks. 

The transfer of reserve deposits by the central reserve 
city banks tho a larger percentage of their own deposits 
than was required for the two other classes of banks, 
imposed absolutely no burden upon them. Obviously 
earnings are not affected in the slightest degree by trans- 
ferring money which was formerly kept in the vaults of 
the banks to the vaults of the reserve banks. More- 
over, the banks in the central reserve cities gained a very 
real advantage from the reduction in reserve require- 
ments from 25 per cent to 18 per cent. On the other 
hand, the combined effects of the reduction in reserve 
and the transfers of deposits to the reserve banks are 
certainly advantageous to fewer banks in reserve cities 
and to practically none of the country banks. For 
reserve city banks, reserves were reduced from 25 per 
cent to 15 per cent, a greater reduction than for either 
of the other two classes of banks. But after November 
16, 1917 (three years after the opening of the reserve 
banks) all of these reserves must be either in vault or in 
a reserve bank. Formerly one-half of the total require- 
ment (123 per cent) could consist of balances with reserve 
agents in central reserve cities, on which interest at the 
rate of 2 per cent was received in addition to a variety 
of important services. Similarly, country banks, whose 
reserve was reduced from 15 per cent to 12 per cent, 
could formerly count balances with agents in central 
reserve or reserve cities to the extent of three-fifths of 
the requirement. Under the provisions of the Reserve 
Act, after November 16, 1917, all balances with reserve 
agents cease to be available for reserve purposes. For 
both reserve city and country banks, the reserve on 
which no earnings can be made will be larger than before 
the passage of the reserve act — 15 per cent instead of 
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12} per cent for reserve city banks, and 12 per cent in- 
stead of 6 per cent for country banks. As an offset there 
is, of course, the possibility of additional profit through 
the funds released by the reduction in the total reserve 
requirement. By lending at a higher rate than the 
2 per cent received from reserve agents, the full amount 
of the funds set free by the reduction in reserve require- 
ments, the loss of interest on balances with reserve 
agents may conceivably be offset and perhaps more than 
offset. Thus, for example, if a reserve city bank, having 
$25,000 with reserve agents (124 per cent of its deposit 
liabilities) should add 2} per cent ($5000) to its reserve, 
and lend the remaining $20,000 at 4 per cent, its total 
earnings would be increased by the change. Greater 
difficulty would be experienced by a country bank, 
owing to the smaller reduction in reserve requirements. 
For example, a country bank having $30,000 with 
agents (9 per cent of its deposit liabilities) after increas- 
ing its reserve in vault or in the reserve bank, by 6 per 
cent, would not earn as much as before, unless it could 
lend the remainder at 6 per cent. 

Calculations of this nature are fanciful and have no 
practical value, because in addition to the interest 
received on balances, a variety of services are per- 
formed for depositing banks by city correspondents. 
Among these services the collection of checks is by far 
the most important. Regardless of reserve require- 
ments, compensating balances must be retained with 
city correspondents so long as they continue to perform 
this service. It must further be noted that a consider- 
able part of the balances with reserve agents, as reported 
by the banks to the Comptroller of the Currency, has 
always consisted of checks and drafts in process of col- 
lection. Reserves are computed by each bank from its 
own books, on which cash items are credited as soon as 
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they are mailed to city correspondents for collection. 
Under the new reserve requirements, since only cash in 
vault and balances with reserve banks can be included, 
transit items collected through other banks would be 
automatically excluded. Notwithstanding the reduc- 
tion in reserve requirements, many, if not most, country 
banks and some reserve city banks face the possibility 
that the total amount of funds tied up as reserve and as 
compensating balances will be greater than before the 
passage of the Federal Reserve Act. 

There are at least two obvious methods of affording 
relief to country banks from the burden imposed upon 
them under the reserve requirements of the Federal 
Reserve Act. The provision in the Act permitting 
country banks to count as reserves balances with agents 
to the extent of 2 per cent of their deposits until Novem- 
ber 16, 1917, might be made permanent. So small a 
portion of the reserve of country banks would not, 
however, provide adequate compensatory balances with 
city correspondents. It would afford appreciable, but 
by no means adequate, relief. 

The alternative method of relieving the country banks 
from the burden of the reserve requirements is for the 
reserve banks to take over the business of collecting 
checks and drafts for all the banks of the country. This 
is an enormous undertaking, and at first sight it seems 
manifestly impossible for the reserve banks to provide 
more satisfactory arrangements than country banks 
have enjoyed from city correspondents. Obviously the 
reserve banks cannot shoulder as heavy expenses as the 
city banks have incurred in interest and services in 
return for the balances of country banks. A reserve 
bank must retain much larger reserves and cannot earn 
so high an average rate as the ordinary city banks on 
the limited investments which they do make. More- 
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over, the generally admitted possibility of greatly 
reducing the total cost of check collections, through the 
establishment of a universal system, does not at first 
sight seem to concern the country bank, because the 
heavy burden of expense involved in the collection of 
checks under present arrangements has been absorbed 
by city banks. This immunity from expense has, how- 
ever, been far more apparent than real. The collection 
of checks has indeed not been handled in such a way as 
to reduce costs to a minimum. It has been a pawn in 
the keen competition of city banks for country bank 
balances. Under the stress of competition the city 
banks have tolerated exchange deductions by banks 
remitting in settlement on checks of their own customers 
deposited in banks at a distance. The indirect routing 
of checks has flourished and scattered balances for col- 
lection purposes have been an inevitable consequence. 
No bank has escaped some share in the burden of these 
wasteful and haphazard collection arrangements. For 
the country bank the burden has consisted in the | 
necessity of maintaining larger balances with city cor- 
respondents to compensate for collections than were 
needed for reserve or other banking purposes. 

Under a unified collection system there will be some 
saving of internal expense to all banks in clerical work, 
stationery, and postage. This is, however, a small 
advantage in comparison with the gain which may be 
expected from the employment of funds released from 
compensating balances at rates above the customary 
2 per cent interest return upon them. In order to ac- 
complish these results, the collection system of the 
reserve banks must cover the entire country and include 
most of the banks. A partial system would not enable 
banks to discontinue compensating balances; it would 
simply increase existing complications. In June, 1915, 
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a voluntary system of check collections, confined to 
member banks within each district, was inaugurated, 
but it proved entirely unsatisfactory. Finally, on 
May 1, 1916, a plan for a nation-wide system was 
announced by the Federal Reserve Board. This plan 
went into effect on July 15, 1916. Each member bank 
may send to its reserve bank checks and drafts on all 
member banks which are required to remit at par 
throughout the entire country, and also upon such non- 
member banks as agree to remit at par to the reserve 
bank of the district in which they are situated. A ser- 
vice collection charge is to be imposed upon the basis 
of the actual cost of operation, and it is estimated that 
this charge will be in the neighborhood of one and one- 
half cents per item. The present number of banks in 
the reserve system, together with the state institutions 
which have been accustomed to remit at par in the 
past, include so large a proportion of all the banks in 
the country, that this collection system is expected to 
be sufficiently inclusive to yield most of the advantages 
of a universal system. 

It is impossible to determine in advance in the case 
of any particular bank, whether it will gain or lose 
through the operation of this collection arrangement. 
Internal costs of handling checks will be reduced, but on 
the other hand all banks must pay a service charge, which, 
as we have seen, is estimated at one and one-half cents 
per item. Banks which have been accustomed to remit 
at par will lose nothing from the requirement of par 
remittance by the reserve banks. The non-par banks, 
and this includes some banks in all parts of the country 
and most banks in the West and South, will lose, in 
many instances, what has been a considerable source of 
gain. All banks will be able to work on smaller aggre- 
gate balances and invest a larger proportion of their 
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funds. The gain here will probably be large, because 
banks will be able to continue to include transit items 
to some extent in meeting reserve requirements. That 
part of the reserve of a bank which it must deposit with 
a reserve bank is to be determined from the books of the 
reserve banks and may not consist of items in process of 
collection. The optional portion of the reserve of each 
bank is, however, to be determined by the banks them- 
selves from their own books. They may therefore 
include transit items which they have mailed to their 
reserve bank for collection, just as they have always 
done in determining the amount of their balance with 
reserve agents. The optional reserve of country banks 
is 3 per cent out of a total requirement of 12 per cent, 
for reserve city banks 4 per cent out of a total of 15 per 
cent, and for central reserve city banks 5 per cent out 
of a total of 18 per cent. It will thus be seen that the 
minimum actual reserve of the banks may be reduced 
to 9 per cent for country banks, 11 per cent for reserve 
city banks, and 13 per cent for those in central reserve 
cities. Here is a possibility of a practical reduction in 
reserve which would not have been feasible under the 
terms of the Reserve Act if the reserve banks had not 
undertaken the collection of checks. Even though many 
banks may not find it feasible to work down to this 
minimum, the possibility of making use of transit items 
in computing reserve requirements has positive advant- 
ages. Whatever actual balanceabove 9 percent a country 
bank may deem it. advisable to maintain can be placed 
with a city correspondent, where it will earn at least the 
customary 2 per cent and perhaps more, since the city 
bank will no longer be burdened with collection services. 

Taking all these various considerations into account, 
it;,would seem reasonable to conclude that the banks 
which have been remitting at par in the past may find 
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the combined effect of the new reserve requirements 
and the collection system of the reserve banks of posi- 
tive advantage. At all events, it would seem reasonably 
certain that no serious burden is being imposed upon 
them. Many of the non-par banks can hardly escape 
an immediate loss of income. Withdrawal from the 
reserve system will not enable a bank to continue to 
deduct exchange since postmasters have been directed 
to receive from the reserve banks and present over the 
counter for payment checks on banks which refuse 
to remit at par. In sections of the country such as 
New England, where through clearing house action 
exchange charges were generally given up, the banks 
survived the change, and perhaps, in part through the 
improved service thus given, have gained additional 
deposits and have earned reasonably satisfactory profits. 
At all events, the advantage to the entire country to be 
gained through a better organization of the methods of 
collecting checks is so great, that fortunately the com- 
plaints of numerous small bankers have not been allowed 
to prevent the inauguration of this important reform. 
It should be emphasized in this connection that a 
universal collection system is something more than a 
device for reducing the costs of an important banking 
service. It is a most effective, perhaps the most effec- 
tive, single means of strengthening the banking system 
of the country within the power of the reserve banks. 
Like a local clearing house, it will greatly economize the 
use of money in banking operations. At the same time 
it will do much to prevent the breakdown of the check 
machinery of the country, one of the main causes of 
difficulty in former crises. All the checks drawn on a 
solvent bank tend toward a close approximation with 
the checks on other banks which it receives from its 
depositors. When this system is fully developed, the 
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slight daily differences in balances between banks will 
be settled on the books of the reserve banks, just as has 
long been the practice of the banks of Great Britain on 
the books of the Bank of England. Requirements for 
money which a bank in good credit will experience will 
come only in response to the everyday needs of its 
depositors, a cause of slight variation, and for export 
purposes. Balances in the reserve banks will become 
vastly more serviceable. In periods of strain, banks 
borrowing from the reserve banks will, as in England, 
want deposits rather than notesorgold. Theseare thead- 
vantages to be gained from a universal collection system. 
If they were more commonly understood, general accept- 
ance of the new arrangement would soon be secured. 

If through this collection system the banks are 
relieved from the burden imposed under the reserve 
requirements of the Federal Reserve Act, the greatest 
obstacle to the entrance of state banking institutions 
into the reserve system will be removed. Only a few 
score of the thousands of state banks and trust com- 
panies have as yet become members, a few by conver- 
sion into national banks while others still retain their 
state charters. State banks have not been hostile to 
the system, but perceiving that its advantages could 
be indirectly enjoyed on the outside, they have waited 
until its effects upon earnings should become manifest. 

The failure of most of the reserve banks during the 
first year of operation to earn enough to meet expenses 
and their limited 6 per cent dividend has also been a 
mild deterrent. This difficulty is happily being over- 
come, since notwithstanding the low rate of return on 
their investments, nearly all of the reserve banks are 
now earning enough to meet both of these requirements. 
A reduction in the amount of the paid-in capital of the 
banks is, however, desirable. It would lessen the temp- 
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tation to employ the funds of the banks from the motive 
of profit. It would not appreciably reduce the resources 
if half the amount of the paid-in capital were restored 
to the member banks. 

A very serious obstacle to the entrance of state 
institutions generally into the reserve system would be 
removed if the law were to be so changed as to transfer 
the duties of the Comptroller of the Currency to the 
Federal Reserve Board. For many years after the 
establishment of the national banking system successive 
Comptrollers of the Currency limited their activities 
almost entirely to the routine duties of that office. They 
concerned themselves mainly with such matters as the 
issue and redemption of bank notes, general direction 
of the force of examiners, and with business relating to 
the winding up of failed banks. Little use was made of 
the wide discretionary powers lodged with them by the 
National Banking Law. Of late years in banking, as in 
the case of railroads and industries generally, there has 
been a growing tendency to subject the conduct of 
business to an increasing measure of public control. 
Bankers, like those engaged in other occupations, can- 
not expect to escape supervision of their activities. 
They may reasonably ask, however, that such power of 
control as may be vested in public authorities shall be 
exercised by a board and not by an individual. No one 
would think of conferring the powers of the Interstate 
Commerce Commission upon a single person, and when 
the control of the government over industrial corpora- 
tions was recently enlarged, a Trade Commission was 
established to take the place of the Commissioner of 
Corporations. In the national banking field it is not 
necessary to create a new board. It is only necessary 
to transfer the duties of the Comptroller of the Currency 
to the Federal Reserve Board. In urging this change no 
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reflection whatever upon the present Comptroller of the 
Currency is intended or implied. It is simply urged as 
a natural and proper means of strengthening confidence 
in the administration of the Federal Reserve Banking 
system. 

The activities of the reserve banks impinge upon so 
many complex monetary and banking problems, that it 
has only been possible to discuss them in a somewhat 
cursory fashion within the limits of a single article. 
The difficulties which are being encountered in fitting 
the reserve banks into our banking structure, and in 
making their operations a vital part of the banking 
business of the country are great. The full develop- 
ment of the reserve system will require a much longer 
period than was generally anticipated when the Federal 
Reserve Act was passed. Much real progress has un- 
questionably been made. The system has had the bene- 
fit of capable management, and no fundamental defects 
in its organic law have become manifest. Through the 
universal collection system the banking mechanism of 
the country will be greatly strengthened and improved. 
Altho the lending operations of the reserve banks in or- 
dinary times may not prove to be as significant as was 
generally anticipated, they will be serviceable to many 
of the smaller banks. In periods of excessive business 
and credit expansion, by example at least, the reserve 
banks will be able to exert a restraining influence, 
while in emergencies they will not only afford relief 
through the ample resources at their disposal but also 
take the lead in securing united and efficient action by 
all the banks of the country. In sum, the future growth 
of the Federal Reserve Banking system in influence and 
usefulness would seem to be certain. 


O. M. W. Spracus. 
Harvarp UNIVERSITY. 
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FOX FARMING IN PRINCE EDWARD 
ISLAND: A CHAPTER IN THE 
HISTORY OF SPECULATION 


SUMMARY 


I. Establishment of the industry, 665.— The pioneers, their prob- 
lems and achievements, 666.— II. Speculative development after 
1910, 668. — The advance in prices, 669. — The advent of the promoter, 
670. — The war and collapse of speculative activity, 671. — III. Some 
conclusions. — Fox farming a permanent industry, 675. — Promoters 
and stock selling, 675.— The economic factors, 677. — The psycho- 
logical factors, 678. — Few cases of direct fraud, 680. — The present 
situation, 681. 


I 


Amone the most recent efforts of man to bring the 
animal world under subjection for the satisfaction of his 
wants is the breeding of fur-bearing animals in captivity. 
Until four or five years ago few even knew such experi- 
ments were being made. Today the production of the 
prince of these fur-bearers— the silver fox—is an 
organized business, carried on largely by corporations 
with a capitalization of millions of dollars, and with 
thousands of shareholders scattered over Canada and 
the United States. This spectacular development, 
with its accompanying inflation of values, came to a 
sudden climax with the financial stringency incident 
to the breaking out of the war in Europe. Was this the 
bursting of another economic bubble, or merely an un- 
fortunate event in the development of an unexplored 
field, counterparts of which are to be found in the 
initial history of many industries ? 

“This industry —fur farming — is so young that 
it is easy to locate its principal pioneers, who follow in 
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about this order: Robert T. Oulton, Charles Dalton, 
T. L. Burrowman, Johan Beetz, Captain James Gordon, 
Robert Tuplin, Silas Rayner, B. I. Rayner, Harry 
Lewis, John Champion, Holt Renfrew & Co., Ltd., Dr. 
Robertson, J. Perry.” ! To Messrs Oulton and Dalton, 
two farmer-trappers of the little Canadian province of 
Prince Edward Island, belongs the credit for first suc- 
cessfully breeding foxes in captivity; their experiments 
antedate the work of the others mentioned some ten 
years. DoubtleSs, too, many lessons were learned from 
the failure of earlier attempts to breed foxes in captivity 
such as were made by another Islander, William Hay- 
wood, particularly with reference to the difficulties 
incident to the breeding season. Finally in 1887 Oulton 
and Dalton decided to attempt the task, altho a part- 
nership agreement was not arranged until 1894 or 1895. 
After the partnership was consummated a ranch was 
built on Mr. Oulton’s farm on Cherry Island, and 
stocked with two pairs of silver foxes under the care of 
Mr. Oulton. This was the first successful fox ranch. 
Meanwhile others were becoming interested; Mr. 
Burrowman was the first to succeed in Ontario, Mr. 
Beetz and the Holt Renfrew Co. in Quebec, Dr. Robert- 
son in Maine. Their efforts, which resulted in some of 
the finest strains of foxes extant, seem to have been 
carried on entirely independent of the Prince Edward 
Island attempts. Other pioneers were neighbors of 
Oulton and Dalton who succeeded in securing from 
them either a pair of foxes for foundation stock or a 
single animal for cross-breeding with a fox obtained 
elsewhere. The efforts of these fortunate few, operat- 
ing, it is said, under a “ gentleman’s agreement,” 
succeeded in maintaining close control over the stock 
of. silver foxes available until about 1910. Still others, 
. 1 I quote from “ The Ranch Bred Fox.” 
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however, ‘were experimenting with red and cross foxes, 
so as to make themselves proficient ranchmen, in an- 
ticipation of the time when they too would be able to 
secure the coveted black beauties. 

Many costly lessons had to be learned before fox 
ranching was placed on a permanent basis. Efforts to 
prevent escape, either by digging or climbing, resulted 
in the gradual evolution of the modern wire enclosures. 
Discovery of the foxes’ monogamous habits led to the 
construction of separate apartments within these en- 
closures for each fox family. The nervous, excitable 
temperament of the creatures, frequently resulting in 
the female destroying her young if disturbed by any 
unusual occurrence or distracting noise, makes neces- 
sary the exclusion of visitors from January to July, and 
the exercise of the greatest caution by the regular 
attendants. The intestinal parasites to which the young 
are subject, digestive diseases, and other disorders 
which attack the fox, had to be discovered by experi- 
ence. Here, as with human beings, prevention has been 
found better than cure. Large pens so as to give greater 
facilities for exercise, wholesome and agreeable foods, 
and a well drained ranch, cleanly and hygienic in all its 
appointments — these are the conditions for preven- 
tion, and their presence the indication of an experienced, 
successful rancher. 

One further circumstance which needs to be noted is 
the range of prices realized by the ranchers for the fox 
pelts sold in the London market from 1900 to 1914. An 
account of sales published in the 1914 report of the 
Charles Dalton Silver Black Fox Co., Limited, records 
an average price of $778.78 for 203 pelts sold during 
this period. This list apparently includes most of the 
ranch-bred silver foxes sold. The average for 25 pelts 
marketed in March, 1910, was $1,339.48. One pelt at 
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this sale fetched $2,627.96 and several others sold for 
over $2,000. The 191] average for 39 pelts was about 
$900. Altho attempts were made to keep secret the 
prices realized, until the practice of selling foxes for 
breeders became general, the evident improvement in 
the financial condition of the few pioneers could not 
be concealed from their neighbors, who were jealously 
watching every development. Their interest was con- 
stantly being stimulated, and the excitement resulting 
from the publication of the 1910-1911 prices can be 


Thus before 1910 fox farming had passed the initial 
stage of experimentation, and had become a profitable 
branch of animal breeding on the part of some half dozen 
pioneers in the industry. For some ten years small lots 
of silver fox pelts had been regularly disposed of by 
them on the London market. The prices realized were 
far in excess of what had been anticipated, and awak- 
ened in the minds of the hardy farmers dreams of 
wealth such as could never have been realized from 
their ordinary vocation. Furthermore, many others 
had been perfecting themselves in the details of ranch- 
craft by experimenting with foxes of lesser value, and 
were eagerly awaiting an opportunity to enter the new 
field of endeavor. Conditions were ripe for a rapid 
expansion of interest, which was destined to spread 
far beyond the neighborhood of these remote Island 
farmers. 


II 


The preceding summary statement affords the back- 
ground necessary for a proper appreciation of the 
remarkable speculative development which has char- 
acterized the industry since 1910, the date when selling 
foxes as breeders became general. The limited supply, 
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so closely controlled, made easy the rapid determina- 
tion of a standard price for pups. The returns actually 
realized for pelts — about $1,500 to $2,000 for the best 
grades — provided an easily calculated minimum supply 
price, and the price so calculated was that at which 
pups were at first offered. The demand by the experi- 
enced ranchers and their friends was sufficient to 
absorb the entire supply at such a price. When the sale 
of breeders first began, therefore, the price of fox pups 
was virtually the value of their fur, and the demanders, 
not the suppliers, were the importunate parties. In 
view of later developments this fact should be carefully 
noted. 

But prices did not long remain at the level of pelt 
valuation. Mr. J. W. Jones, in his excellent monograph 
prepared for the Canadian Conservation Commission 
on Fur Farming in Canada, remarks that “ the price of 
a pair of five months old silver fox pups of the best 
Prince Edward Island stock has risen as follows: 


I soos cncenscaccccsccses $3,000 
“ A Cidakh suse dkdik Axdieies 4,000 
“ RES TE 6,000 
« alee a TR SEEM 10,000 
° ER ee RES ERD Se 16,000 


The wide and rapid departure from pelt prices has the 
appearance of highly inflated values, and suggests the 
intervention of the skilled manipulator. 

Interest in fox farming, as has been said, spread 
throughout the entire province, and indeed far beyond. 
But an evident obstacle to general participation in the 
industry was the price at which silver foxes were sold. 
Prince Edward Island is almost entirely rural; its 
people are intelligent, thrifty, and prosperous. The per 
capita savings bank deposits are exceeded by few similar 
communities anywhere. But even in such a community 
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few would be able to raise conveniently the ready cash 
necessary to secure even one pair of pups, and this 
became increasingly difficult as prices advanced. 
Hence from the first some form of business association 
was practically a necessary adjunct of fox farming. For 
two years partnerships were the means by which the 
smaller investors secured participation in the industry. 
But, as might have been anticipated, the well-known 
limitations to successful partnerships, and the need for 
ever increasing amounts of capital, soon suggested the 
advantages of the corporate form of organization. 

The first corporation organized to engage in the fox 
business is said to have been the Silver Fox Ranching 
Company, incorporated in Massachusetts in 1911, to do 
business in Prince Edward Island. The first Island 
Company recorded as a corporation was Black Foxes, 
Limited, having a capitalization of $20,000, organized 
in 1912. In all, ten companies were incorporated in 
that year, with a capitalization aggregating $335,000. 
The very moderate capitalization is significant. It 
indicates that these first corporations were associations 
of men who desired to engage in fox breeding, not in 
selling securities; the promoter had not yet appeared. 
But the conditions were so inviting that the appearance 
of that functionary could not be long delayed. A 
limited supply of foxes, a constantly increasing number 
of those anxious to invest, a prosperous constituency 
who might become participants if properly appealed to, 
fat profits realized and rosy prospects for the future — 
all the conditions pointed the way to wealth. Secure 
control of a portion of the supply, capitalize the foxes at 
a figure materially in excess of their cost, make the 
proper appeal to the public, and fortunes were at one’s 
command. This is exactly what began in the fall of 
1912. Options, secured by a 10 per cent deposit, were 
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obtained on pups for delivery September 1, 1913, at 
prices, for best stock, ranging from $10,000 to $13,000 
per pair. Companies were then organized capitalizing 
these foxes at from $15,000 to $30,000 per pair, a margin 
which insured a handsome profit to those promoters 
who were successful in marketing their securities before 
deliveries were called for. Practically the entire avail- 
able supply of silver foxes in 1912-1913 was thus dealt 
with. But the spring of 1913 proved a disappointing 
one to the breeders, several litters of pups being lost. 
Many therefore were unable to fulfill their option re- 
quirements, with the result that prices rose sharply 
after May, reaching $15,000 to $17,000 per pair by 
September. Some notion of how widespread these 
highly speculative operations became may be gathered 
from the Provincial Secretary’s Report of May, 1914, 
which records 196 incorporated companies engaged in 
fox ranching, with a total capitalization of $24,305,700. 
Much the larger part of this stock was owned by the 
Islanders themselves. Considerable amounts were sold, 
however, in the other provinces of Canada, and in the 
New England States. 

Next year (1913-14) these activities continued. 
Options were taken at about the same price as in the 
previous year, companies were organized capitalizing 
the foxes on about the same basis, and the marketing 
of securities proceeded apace with every prospect for 
another prosperous year for the promoters. But alas! 
this year it was they who were to suffer from the 
vagaries of the fickle goddess. When the war clouds 
broke, millions of dollars of securities were still in their 
hands, now practically unsaleable. With deliveries 
about due, those promoters who had not completed 
their organization were in serious difficulties. ‘Some 
purchasers of options were given an extension of time in 
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which to make their payments; in other cases the 
option money was applied toward payment for a less 
number of foxes than had been stipulated, and in other 
cases options were abandoned with forfeit of the money 
paid thereon.” ! Some companies never completed 
their organization. Others issued a limited amount of 
stock corresponding to the number of pups secured. 
For these reasons the actual amount of securities 
marketed was considerably less than was indicated in 
the report of the Provincial Secretary for May, 1915, 
according to which there were 275 corporations, capi- 
talized at $35,567,290, holding a provincial charter, and 
nine companies capitalized at $4,240,000, incorporated 
elsewhere, engaged in the fox business within the prov- 
ince. In addition, fox exchanges, dealing in options 
on foxes and in shares of corporations, were organized 
in the larger towns of the province, and in several 
Canadian and American cities. Further indicative of 
how highly developed the speculative organization had 
become, was the appearance that year of a monthly 
journal, The Silver Black Fox, devoted to these 
operations. 

The result of this interruption of speculative activity 
was a rapid decrease in demand for foxes, and a conse- 
quent sharp decline in prices, which fell off almost 
immediately to about $5,000 per pair. The Fox 
Breeder’s Association attempted to induce owners to 
retain all 1915 pups not saleable at this price, and thus 
prevent further decline, but their efforts were unsuc- 
cessful. By September, 1915, standard bred silver foxes 
could be purchased at from $750 to $1,500 per pair; 
just about the price paid for pelts in December. Since 
then prices have increased somewhat. ‘“ The last sales 
of live animals of good quality and pedigree have been 


1. Mr. McCready, in The Silver Black Fox for December, 1914. 
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made at more than double the price current in the 
month of September.” ! 

It is not to be inferred from what has been said that 
there was a general offering of foxes at the price just 
mentioned. Few were willing to sell, and few wanted to 
buy. The Islanders were just as loth to part with any 
quantity of their foxes at such a price as buyers were to 
purchase. Under pressure of necessity a few pairs were 
“ sacrificed ” to the highest bidders. 

This pressure arose from the need of funds to pay 
current expenses. Owing to the practice, almost univer- 
sal among the fox companies, of paying out all net in- 
come as dividends, no reserves were available to meet 
current requirements. To provide for these needs 
three methods were possible; to sell breeders at what- 
ever they would bring, to place a few pelts on the 
market, or to levy on the shareholders. The first two 
methods were those generally employed. Resort to the 
method of assessment, the expedient followed by a few 
small companies, probably points to a desperate finan- 
cial situation. It may be added, that in several of the 
more prosperous companies the directors personally 
advanced sufficient cash to tide over immediate re- 
quirements, expecting to be repaid from sales effected 
later. 

The number of new companies organized since May, 
1915, shows a decline corresponding to the limited deal- 
ing in foxes. Between May 15th and October 17th only 
five new corporations were formed and their aggregate 
authorized capital was only $430,000. With the cessa- 
tion of local operations a number of the biggest men in 
the business transferred the field of their activities to 
the United States and a number of companies were 
organized there in which these men were interested. 
1 The Silver Black Fox, January, 1916. 
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While Boston is the center of these operations, com- 
panies have been organized as far west as Minnesota, 
and as far south as Pennsylvania. These ventures, to 
the degree in which they are successful, present a prof- 
itable market for Prince Edward Island foxes, the 
result of which is reflected in the dividends declared by 
the few fortunate companies providing these foxes. 

In addition to practically ending the practice of 
selling breeders for the time being at least, the war 
seriously affected the market for furs. The London 
market, the center of the world’s trade in raw furs, was 
demoralized; the great German and Russian fur centers 
were almost entirely cut off; while in America there 
existed no distributive organization adequate to meet 
the emergency. This continent both furnished and 
consumed a large portion of the world’s supply of furs, 
but in many cases the consumer was not reached directly 
through the mediation of the home dealers. Skilful 
dyeing and preparing had not been developed to the 
extent that it had in Europe, and there were no great 
centers where the world’s buyers could congregate at 
public auction sales, and make their selection of the 
choicest offerings. The outcome of this situation was 
the inauguration of auction sales on this continent, in 
an attempt to wrest the marketing supremacy from 
London during the present crisis. The pioneer in this 
movement was the St. Louis fur house of Funstin Bros. 
& Co. Their first auction was held in October, 1915, 
and was under the patronage of the United States 
Government. Meanwhile the New York Fur Sales 
Corporation was organizing, and held auctions in 
January, 1916. 
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III 


From this survey some conclusions may be drawn. 
First, fox farming in its industrial aspects, as distinct 
from its promotion or speculation, may be adjudged a 
permanent, legitimate activity. For more than twenty 
years these animals have been bred in captivity and 
never was certainty of success more evident than today. 
Nor can there be any question with regard to continuity 
of demand for the commodities produced. The demand 
is based not only on the serviceableness of furs in a cold 
climate, but on the exceptional beauty of the scarce 
silver fox fur and its satisfaction of the desire for dis- 
tinction. One need not hesitate to class as permanent 
an industry which has demonstrated its success in 
catering to such basic wants. 

In the second place it must be admitted that both 
the business organization of the industry and an in- 
crease in prices were normal developments. The appli- 
cation of the principle of business association to fox 
farming, both under the partnership and under the 
corporate forms of organization, was the work of those 
who wished to undertake ranching codperatively, being 
unable or unwilling individually to advance the funds 
necessary for that purpose. Furthermore, their expec- 
tation was to make money solely by breeding and 
selling foxes, and their valuation of these animals was 
based on that expectation. Yet even under these con- 
ditions prices immediately departed from the pelt basis 
at which they started in 1910 and about doubled within 
two years. 

But in the fall of 1912 the business methods employed 
took a turn which has been of far-reaching importance. 
This was the injection of new aims and methods into 
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the business by the promoter. This sort of “ preda- 
tory ” activity was not confined to the few outsiders by 
whom it was first introduced, but spread rapidly until it 
dominated the entire industry. With nearly every new 
organization, and with nearly every reorganization, the 
controlling purpose was to reap large profits from the 
sale of securities. A new turn was thereby given to the 
entire industry, which has called down upon it unsparing 
criticism, and has placed the corporations organized 
under its régime in a condition from which they will be 
extracted only with difficulty. 

Before the promoter came, enough and more than 
enough funds were available for every legitimate re- 
quirement; and more than enough would have con- 
tinued to come had the promoter never intervened. His 
activity was concerned solely with securing investments 
in fox companies and his aim was to secure a profit by 
capitalizing earning power and selling securities. There 
seems to have been in this case no performance of the 
services for which the economist is wont to justify the 
profit. Here the promoter was no pioneer in the pro- 
ductive process. He simply followed where others had 
led. His effort was directed towards creating and mar- 
keting speculative securities. It should be said, how- 
ever, that many who were engaged in these operations 
were also active ranchers, indeed, some of the pioneers 
in the industry. So much the more is it to be regretted 
that their energy should have been diverted into 
illegimate channels. 

As noted above, prices showed a marked upward 
trend before the advent of the promoter. The funda- 
mental forces bringing about this result were in part 
economic and in part psychological, and these forces 
continued to operate after the appearance of that func- 
tionary. His activities simply accentuated a natural 
tendency. 
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The economic appeal may be stated thus. Some years 
must elapse before there would be enough silver foxes to 
warrent slaughtering for pelts. Until that time arrived, 
the value of a pair of breeders would depend on the 
value of the pups produced, as breeders of more pups; 
and so on for many generations. In technical termi- 
nology, the utility of a pair of breeders was derived from 
the utility of the ultimate consumers’ goods — the pelts 
produced by their progeny many generations hence. 
This was simply an indefinite projection of the then 
prevailing conditions, and the conclusion seemed almost 
self-evident. 

It was furthur maintained that even after prices 
reached a pelt basis the value of a pair of foxes as 
breeders of fur bearers would be greater than the value 
of their coat of fur. This could be easily demonstrated 
mathematically. A fifty pair ranch, stocked with the 
best grade of foxes and skilfully managed, could be 
counted on to produce, on an average, at least one 
hundred pups yearly. Thus one hundred pelts could be 
marketed and the property maintained intact. At 
$1000 per pelt — believed to be a moderate estimate in 
view of the 1910 sales—this would yield a return of 
20 per cent on a capitalization of $10,000 per pair. As 
the $10,000 basis could easily be reached by retaining a 
portion of the increase for a few years, it would appear 
that, even after the period of unprecedented profits 
was passed, the fox industry would still be classed 
among the most lucrative fields of investment. 

But eventually the price of pelts may decline; where 
then will the fox companies be ? Still, it is said, in as 
strong a position as ever. By continuing the practice of 
retaining a portion of each year’s increase, the capitali- 
zation can be indefinitely reduced and the ability to pay 
satisfactory dividends permanently maintained. 
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The plausibility of these arguments and their appar- 
ent verification by the prices realized from pelt sales, 
the upward trend of fur prices, the limited number of 
silver foxes in captivity, the prices at which breeders 
were selling and the enormous profits being realized, all 
tended to make them convincing even to the Island 
farmers of conservative temperament. Perhaps even 
more potent was the psychological factor. If the 
demand for capital by business leaders is frequently 
based more on pervading sentiment than on careful 
estimate, what might be expected in a quiet, rural 
community when neighbors, who a few years before 
possessed “ only mortgaged farms and a few foxes,” 
became numbered among the community’s wealthiest 
citizens; when reports indicated that the profits 
divided among fox breeders in 1913 exceeded the entire 
cash investments on which dividends were due that 
year; when their own Commissioner of Agriculture 
estimated the value of silver foxes in captivity at the 
end of 1913 at “ twice the value placed on all the cattle, 
horses, sheep, swine and poultry in the province as 
shown by the Canadian Census of 1911”? Nor were 
these mere paper calculations. The value was based on 
prices then current, and the dividends paid were for the 
most part real earnings. The record of one company 
will suffice to illustrate what remarkable profits were 
realized during this period. Early in 1911 this Com- 
pany, then a partnership, purchased one pair of foxes 
for $4,000. They calculated their entire capital in- 
vestment at $11,400. From the sale of the progeny of 
this one pair of foxes, not counting proceeds from sales 
of securities, they have met all current expenses, have 
provided for all ranch enlargements, have paid cash 
dividends during 1912, 1913, and 1914 aggregating 
$133,000, and today (December 27, 1915) they possess 
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fifty-three silver foxes, all without one dollar additional 
capital investment. In 1913 alone the shareholders 
received seven times their initial outlay. Possibly this 
record cannot be duplicated, but it was approached by 
a number of companies. Cash dividends from 50 per 
cent to 500 per cent were not uncommon. The exuber- 
ant optimism engendered by such cases was as power- 
ful an influence in determining demand as was a rational 
calculation of economic values. 

Both the economic argument and the psychological 
appeal were employed by the so-called promoters with 
telling effect. Through an organized system of adver- 
tising and personal solicitation, thousands who other- 
wise would have been uninformed or uninterested were 
induced to become active participants in the industry. 
A large part of the investments in the industry since 
1912, with the resulting proportional inflation of the 
rate of capitalization of corporations, must be attrib- 
uted to their organized efforts. Had stock selling 
never become a motive leading to corporate organiza- 
tion, the course of events would probably have been 
much as it was prior to the fall of 1912. Individuals 
would have continued to purchase foxes, and new com- 
panies would have been formed, probably with an 
increasing preference for the corporate form of organiza- 
tion. Foxes would have been sold for breeding purposes 
only, at prices considerably in excess of their fur values. 
But the increase in demand would have been met by a 
yearly increase in supply considerable in amount. It 
may be doubted, therefore, if prices would ever have ex- 
ceeded those obtained for the 1912 pups. Confirmation 
of this conclusion is found in the prices at which options 
were taken in 1913 and in 1914. These options, which 
ranged from $10,000 to $13,000 per pair, are perhaps a 
fair index of what prices would have been under normal 
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conditions. Indeed it may well be that the normal 
supply price would have been less than these option 
prices, since breeders doubtless anticipated to some 
degree the increased demand resulting from the specu- 
lative campaign. It is a fair inference, that, but for the 
promoters’ efforts, the general range of prices during 
1913 and 1914 would have been about $8,000 to $10,000 
per pair. But those who purchased corporate securi- 
ties during those boom years paid at the rate of about 
$20,000 per pair. 

The charge of direct fraud in connection with the 
organization of the corporations probably applies to a 
comparatively small number. Apart from the use of 
false and misleading statements, of which many in- 
stances may be found, the most conspicuous cases of 
fraud are where foxes of inferior quality have been dealt 
in without revealing this fact to the investors. In a few 
cases foxes of poor fecundity, and consequently of small 
value as breeders, have been sold by promoters to the 
companies they were organizing for a high price. Simi- 
lar in nature and far more common were the instances 
where foxes caught in the wild, or the product of cross- 
breeding, were the property possessed by the corpora- 
tions. Cross-breeding with red and cross foxes has been 
practised from the first. Experience has shown that 
“the silver color is Mendelian recessive to the red” 
and that “ bastard ” reds and cross foxes are hybrids. 
Altho no statistics are available, it is known that a con- 
siderable number of silver foxes have been thus pro- 
duced, which naturally do not command as high a price 
as silvers which have been ranch bred for several gen- 
‘erations. Probably a hundred or more of the wild 
animals have been imported to Prince Edward Island, 
purchased for a few hundred dollars each, and capital- 
ized at $10,000 or more per pair. In these animals the 
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silver color is not fixed; their progeny are as likely to 
be red as silver. 

What has been said of the promoters — apart from 
the cases of fraud — is not necessarily a reflection on 
the character of the individuals engaged. Numbered 
among these were some of the leading business, profes- 
sional and public men of the maritime provinces, promi- 
nent educators and religious leaders. Apart from the 
few cases of fraud, these men doubtless were sanguine 
and sincere, and considered they were engaged in legi- 
timate business enterprise. 

In conclusion a word may be said concerning the 
financial condition of the fox corporations. Judging 
from the history of their development one might expect 
to find them on the way toinsolvency. They today have 
a paid-up stock issue of about $20,000,000. The value 
of the securities is a derivative of the value of the con- 
sumer’s goods — fox fur — ultimately yielded by the 
progeny of the 3600 silver foxes now owned. The pres- 
ent fur value of these foxes is about one-fifth to one- 
tenth of the paid-up capital, and pelt prices are certain 
to decline rapidly within the next ten years. Yet the 
most intelligent and conservative men in the industry 
believe that in the end unusually satisfactory returns 
will be received by present investors in those corpora- 
tions which own standard-bred animals. The amazing 
thing is that there is a prospect for the fulfilment of 
this prophecy, providing steps are taken at once to 
develop an organization requisite to cope with the 
difficult and complex marketing problem with which 
they will be confronted in the immediate future. The 
situation is curious, and the present a critical time in 
the history of this unique industry. 

A. B. Batcom. 


Acapia UNIVERSITY, 
Wotrvittp, N. 8. 














THE THEORY OF DIFFERENTIAL 
RATES 


SUMMARY 
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I 


THE present paper is a continuation of that published 
in the previous issue of this Journal on electrical rate 
theory and practice. But it directs attention to prin- 
ciples which are generally applicable, and which are of 
special interest in connection with electricity supply 
only because they are there applied under circumstances 
peculiarly favorable to clearness of development and 
explanation. 

The economic foundation for differential rates is the 
desirability of more fully utilizing a fixed-capital invest- 
ment through the granting of specially low rates to busi- 
ness that can only so be obtained. Fixed capital is 
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seldom or never utilized to its full capacity throughout 
a specified period, for example, a year. It should be 
noted that “ full utilization,” as the expression is here 
used, is a matter of economic technology rather than of 
finance. That the capital be utilized enough to earn a 
fair rate of return under existing conditions is not the 
point. 

A railway line operating only three or four trains a 
day furnishes an illustration of one important kind of 
low degree of utilization. The electrical central station 
with a low load factor — indeed, with any sort of load 
factor actually experienced — affords another illustra- 
tion of low degree of utilization, less generally appre- 
ciated, but even more forcibly appropriate. It is obvious 
that both these situations — and the load factor, more- 
over, usually acts in reénforcement of the density 
factor — stimulate the ambition of managers to get 
additional business, and they make profitable the con- 
cession of low rates, of course within limits, in order to 
get such business. In the case of the load-factor 
motive, however, not every sort of business will do. 
Moreover, the condition of the successful pursuit of a 
differential policy is that the higher rates from the older 
business, or the profits from that business, be not 
substantially impaired by the transfer of consumers 
from the old classes to the new class. 


II 


It seems to the writer that economists have tended to 
invert the natural order in assuming that the original 
or “ normal ” condition is one of uniformity of price for 
all the units of a homogeneous supply. It is generally 
assumed that uniformity of price — whatever that may 
mean — is natural and to be expected; and that, con- 
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sequently, the investigator’s task is to explain why and 
how differentiation emerges. The writer does not think 
this is true. Among primitive peoples, price, to the 
stranger at least, is determined by individual bargaining 
without reference to any standard. Even among peoples 
living under the conditions of Western civilization, 
especially outside the cities, uniformity of price, if it 
prevails, is something to be maintained by watchful 
care, rather than something any departure from which 
calls for explanation. 

The forces that maintain price uniformity, or a “ one- 
price system,” furthermore, seem to be primarily moral 
and only secondarily economic. Competition prevents 
the shopkeeper from taking all the profit he can where- 
ever he can, chiefly because each consumer becomes 
indignant if he finds ground for suspecting that he is 
paying more than others. The dealer known to be 
“‘ fair ” will get the trade. If, or so far as, a dealer can 
obtain a monopoly, he is, it is true, to a degree emanci- 
pated from this restriction imposed by the moral senti- 
ments of purchasers. But even the monopolist will try 
to conceal or palliate discrimination. On the other 
hand, if the public will accept some kinds of differentia- 
tion as fair and reasonable, the shopkeeper can practise 
these without the protection of a monopoly. The retail 
trader sells goods with the added convenience of city 
delivery for the same price as that at which he sells 
identical goods to be taken home by the purchaser. He 
is often ready to pay express charges on sizeable orders 
to be sent “ within one hundred miles of New York.” 
His cash and credit prices are the same. He holds 
“‘ special sales ” so far as he can do so without losing 
trade at the regular prices. Your corner grocer would in 
many cases be quite willing to charge a different price to 
each different customer for the same good if he could do 























THE THEORY OF DIFFERENTIAL RATES 685 


so without offending the community’s sense of fairness. 
Not in all cases, of course, for in many other cases his 
own sense of what is fair and just would restrain him, 
apart from any pressure of public opinion. All this, it 
may be said, is because the consumer is willing to let 
retail trade be less analytically competitive than the 
purchasing dealer is disposed to allow wholesale trade 
to be. But this influence is still primarily the moral 
factor. Among dealers themselves, certainly the most 
commercially minded are not those least inclined to 
“ shade ”’ prices. 

One of the first things a combination does is to cut 
down extended and easy credits; that is, it does away 
with one sort of differentiation. Book publishers 
coéperate to maintain uniformity of prices. The 
entrenched monopoly seems to be quite as willing to 
lump consumers as to classify them carefully, tho 
differentiation usually pays better, especially when the 
product is subject to competition from other kinds of 
business enterprises. But in this case, and to a less 
degree in others, doubtless economic factors are work- 
ing in the same direction as the moral factors; notably, 
the cost to both dealer. and consumer of making an 
individual bargain with each sale. 

The scope of the public’s demand that prices be fixed 
and uniform is, of course, limited by the perceptual dis- 
crimination of classes of goods as different from each 
other. But from an economic point of view it does 
not matter much just how the public draws the line 
between homogeneity and heterogeneity. Tho the 
public still needs educating as regards classification, 
certainly at present it is disposed to tolerate much 
price differentiation. 
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III 


Regardless of whether moral public opinion or strictly 
economic factors are the more potent in bringing about 
uniformity of prices, it should be readily admitted that 
the only practicable way of determining what goods are 
homogeneous or what articles belong in the same class 
is to let the question be answered by the common sense 
of the public. Grounds for the acceptance of differences 
in prices may not appear in the material goods but in the 
supply of some associated service; on the other hand, 
the public may refuse to consider relevant differences in 
associated services, or in the goods or principal services, 
if the differences are small. In other words, two things 
belong for price-making purposes to different classes or 
to the same class according to what people in general 
think about it. If the public will accept a distinction 
between the carriage of cord wood and the carriage of 
coal a given number of ton-miles, the two services 
may be considered not homogeneous. Similarly the 
public may be willing to accept differentiation as 
between gas for fuel and gas for lighting, between 
kilowatt hours used for light and kilowatt hours used 
for power, between kilowatt hours sold to a church and 
kilowatt hours sold to a theatre, between a kilowatt 
hour that is one of ten supplied to one consumer in a 
month and a kilowatt hour that is one among ten 
thousand supplied to another, between kilowatt hours 
used for lighting before 6 P.M., and after 6 p.m. — or the 
public may not be willing to accept some of these 
distinctions. It is significant how well electrical supply 
puts to the test what sorts of goods and services one 
may consider homogeneous and what not. 

In an important recent discussion of this subject the 
question as to what is to be considered joint cost, and 
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what not, has been made to hinge on the definition of 
homogeneity. This seems to the writer insecure 
ground. At least one would expect the definition to 
hinge on economic effects rather than mere physical 
qualities. The economic distinction between product 
and by-product should consist not in the fact that they 
are two — twoness is a relative as well as a common- 
place matter — but in the fact that contributions to the 
two supplies are closely bound together so that one 
supply cannot be increased in quantity without increas- 
ing the other at something like the same rate. Let the 
two supplies be distinguished any way you will. Absence 
of interchangeability or of the possibility of substitut- 
ing one for the other seems to be the proper economic 
criterion. The form of the demand curve is significant, 
but hardly the decisive matter. If it were decisive, 
one might expect two articles absolutely alike to be 
sold to different individuals at different prices, for 
utilities differ even more than tastes, since circum- 
stances, especially complementary relations, as well 
as natural and acquired desires and interests, affect 
utility. 

Granted that the supplies are two, or that they cannot 
ordinarily be substituted for one another, degree of 
control possessed by the producer over the separate 
supply of each is the important fact. But a qualification 
is necessary to the extent that the exploitation of any 
by-product always involves some expense that would 
not otherwise be incurred, and this means that in no 
case is the supply of an economically serviceable article 
(an economic product) entirely unaffected by economic 
considerations or under entirely extraneous or non- 
economic control. 



































1 Pigou and Taussig in the Quarterly Journal of Economics, vol. xvii, (1912-13) 
pp. 378, 535, 687. 
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From this point of view, joint production is a relative 
matter. It is only the extreme case of a situation that is 
common, and also important, even where the character- 
istic element in the situation would not in all degrees be 
understood as one of joint production and joint cost. 
When there is a physical facility available for economic 
exploitation but largely unused, of which the possible 
extent of utilization is indefinite, the situation is cer- 
tainly worthy of attention, whether we call it a case of 
joint cost or not. Quantity of physical performance 
may be in some determinate proportion to the service 
of a related demand where the performance is not of the 
nature of an economic supply. This is the case with 
back-haul empty cars. There is no economic supply 
until some small use is made of the empty mileage. The 
utility resulting from the unintended part (economically 
speaking) of the whole performance may be nil, in which 
case there is a failure of economic service or production. 
Or the situation may be that of physically idle, as well 
as necessarily at the same time economically unutilized, 
capacity. 

An electric generating plant must be constructed with 
reference to taking care of the peak of the load. Its 
capacity at any other time of the day and year is to a 
large extent unutilized. Some plants in small towns 
shut down during the daytime. If capacity formerly 
unutilized comes to be applied to drive motors for manu- 
facturing purposes, are not the kilowatt hours so sup- 
plied to some extent joint products with the kilowatt 
hours sold for lighting purposes? If the intervals of 
small load can be further exploited, perhaps by the use 
of electric energy for refrigeration, does not the same 
question arise, to be answered in the same way? Yet 
carefully measured physical units of a given form of 
energy would seem to be about as homogeneous as 


anything can be. 
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A similar illustration is afforded by street railways. 
Transportation service offered may best be measured in 
terms of seat miles operated; and passenger service 
economically exploited or enjoyed may be measured in 
terms of passenger miles ridden. A street railway can- 
not possibly so arrange its schedule that these two 
match each other. Rush-hour back-haul seat miles are 
in effect a by-product. Of course, most such seat miles 
are no product at all in a strictly economic sense; they 
are an incidental waste of energy that might have been 
productive. But any attempt more fully to exploit such 
seat miles would naturally treat them as a by-product. 

These cases:are analogous to that of a steam railroad 
that more fully utilizes its roadbed by differentially low 
rates for certain kinds of freight. That there is no fixed 
ratio between the quantities of the various economic 
services obtained from a single instrument does not 
seem to be of decisive economic interest. Even where 
the by-product is a material good, it may have any 
degree of importance subordinate to that of the main 
product, and the quantity obtained will often be made 
to vary somewhat according to its importance. It may 
be commercially worth nothing and still be a true 
by-product. Some cotton seed was always required for 
planting, but most cotton seed long was mere waste. 
The by-products of coal-gas manufacture are more 
variable and more subject to control, but they are not 
therefore less truly by-products, than the cotton seed. 
Indeed, the gas is the by-product and the coke the main 
product where blast-furnaces demand the latter. The 
different conditions of course involve differences in the 
quality of both gas and coke; which fact does not 
involve any change in underlying economic principles. 
If a strict conception of jointness of supply makes it a 
physical rather than an economic matter, then the 
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economist is interested rather in the larger fact that 
some goods and services are available in quantities that 
do not vary directly in response to increase or decrease 
in the demand for them. Under these circumstances it 
would seem not to make much difference how we deter- 
mine whether one or more separate products or services 
are being supplied. The working distinction is made by 
consumers in their views on discrimination. 

To repeat, the economy of full utilization of product 
and capacity is the foundation of the significance of 
joint cost. Possibly, because of some restrictive formal 
definition that distracts attention from functional 
similarity, one may refuse to call all cases exhibiting the 
characteristic results of this situation cases of joint 
cost; but this seems to the writer unessential. The 
various cases belong functionally in the same general 


economic category. 


IV 


The question whether joint cost — which the preced- 
ing discussion may warrant us in taking in the broad 
sense as relating to the economy of full utilization — or 
monopoly power is the cause of price differentiation has 
been much debated.! There can be no doubt that a 
monopoly would be inclined to differentiate, and since by 
hypothesis it has the power to differentiate, monopoly 
power is doubtless a sufficient cause of differentia- 
tion; in other words, it may be the decisive circum- 
stance or influence. As to the modes of differentiation, 
&@ monopoly will, doubtless, both on economic grounds 
and from the need of conciliating public opinion, follow 
practically the course dictated by considerations of joint 

1 J. M. Clark, in chap. 1, “ Railways and the Law of Cost,’ of his Standards of 


Reasonableness in Local Freight Discriminations traces the development and interre- 
lation of the two points of view, but without coming to any definite conclusion. 
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cost. There remains to decide the question whether 
joint cost could produce differentiation under competi- 
tive conditions. 

Altho competitive enterprises are much hampered by 
lack of control of the situation, just as they would be in 
instituting any price policy, it seems to the writer that 
a considerable degree of differentiation might still be 
developed. A 30 per cent annual load factor for an 
electrical enterprise is good. Will a plant that does not 
try to utilize the other two-thirds of its capacity by low 
rates be stronger competitively than one that does ? 
Will not competition tend to cause the development of 
a differential system under such circumstances? If, 
indeed, the original consumers will not consider other 
than a straight kilowatt-hour rate (a kind of influence 
already dealt with), and if they have a choice between 
different sources of supply, it will not. But in fact 
consumers do not object to a lowering of the rate per 
kilowatt hour as the average hours’ use increases. It is 
true that the company will be in better position to push 
its enterprise by way of differential rates if it has a 
monopoly hold on the original business. But the pos- 
session of large fixed capital only partly utilized seems 
to be more fundamental. 

The situation of a railroad transporting chiefly freight 
is somewhat different, because the supply does not have 
to be provided at the moment of demand. It is the 
necessity of producing at the moment of demand which 
makes the electrical rate question peculiarly interesting. 
But the carriage of a consignment of freight cannot be 
long postponed without the loss of the business. Even 
for the road with the densest traffic, taking the year as a 
whole, there is bound to be some falling short of com- 
plete utilization. The more important element in the 
situation, however, is the fact that railroad lines are 
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built long before they can be fully utilized. Hence if 
they can get low-grade freight by accepting less than 
the necessary general-average ton-mile rate, there will 
unquestionably be sound economic reasons for thus 
differentiating. Tho the increase of business will in 
time require double-tracking, the average fixed charges 
per ton-mile carried will be less on a double-track than 
on a single-track road, so that even the imminent neces- 
sity of providing additional facilities will not much 
qualify the desirability of increasing business by dif- 
ferentiation. The American public does not expect that, 
after due allowance for incidental differences in methods 
of handling, coal and manufactured products will be 
carried at the same (or equivalent) rate. It is feasible, 
as a matter of fact, to treat the ton-mile sold to the coal- 
mine operator, to the dry-goods jobber, and to the cop- 
per smelter as different “‘ commodities.”” Likewise with 
the kilowatt hours sold for domestic lighting and for 
elevator service. If a specially low rate is necessary in 
order that a railroad or an electrical company get a 
particular class of business at all, not only will that class 
of shippers or consumers demand such a rate, so far as is 
consistent with the profits of the public-service corpora- 
tion, but public opinion, at least that of the mercantile 
community, will support such a demand. The prob- 
lem of chtaining a great volume and especially a great 
variety of business in order to meet heavy fixed charges 
is certainly not peculiar to monopolies and certainly has 
a formative influence on differential rates. 

If we could find a branch of production requiring 
heavy investment in fixed and specialized capital where 
competition nevertheless ruled, and if we should find 
differentiation there practised in order to promote full 
utilization of plant, that situation would constitute the 
needed crucial instance. Ocean freight rates appear to 
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yield approximately such a case. Competition is keen 
and differentiation is practised, especially in relation to 
“berth cargo.” The printing and publishing business 
affords another approximate case. If we consider the 
use of a set of book plates in printing to be a homo- 
geneous service and one for which an equal charge for 
each copy impressed may be expected, then the sale of a 
$1.50 and a fifty cent book printed from the same plates, 
and differing only in the quality of the paper and binding 
to the extent of a few cents, is a case of differentiation. 
Of course, for each single book copyright gives a mon- 
opoly; but for the supply of popular novels, or of service- 
able school books, which are tolerably homogeneous as 
put out by various publishers, such differentiation is a 
competitive device. The devices by which different 
prices are paid for subscriptions to the same magazine 
constitute a similar example. The practice of charging 
less to new subscribers is well established and general. 
One’s attitude towards the debate on this question — 
whether fixed charges or monopoly cause differentiation 
— will naturally be influenced to a considerable extent 
by the degree to which one accepts or rejects a certain 
faise premiss of much economic reasoning, to the effect 
that a given sort of economic phenomenon must be ex- 
plicable by some single “ cause.’’ This is no place to 
argue the point at length; the writer can only state 
his opinion that any phenomenon is explicable only by a 
complex of many antecedents, conditions, circum- 
stances, or “ causes ’”’ — call them what you will — and 
that primacy among them is chiefly a matter of the 
various degrees of what “ goes without saying,” of what 
will be mentioned by one who is careful to be compre- 
hensive, and of what calls for particular attention as the 
decisive factor under the circumstances assumed or 
described. To suppose that a specified sort of effect has 
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one and only one cause seems to be a sort of personifica- 
tion of events and objects — a survival of fetichism. 
To illustrate by reference to Marshall’s analogy of the 
scissors, and to the controversy regarding the explana- 
tion of value to which this analogy relates, the writer 
believes it is correct to say that, where one blade is held 
in a vise, it is the moving blade that does the cutting, in 
the sense that its motion is the decisive factor and the 
rest is condition, circumstance, or what not. But it is 
equally possible that either one of the two blades may, 
in this sense, do the cutting; that is, that the decisive 
factor in the determination of value may be either on 
the side of supply or on that of demand. And it may be 
necessary to attend to both blades; their action will 
usually be neither entirely disparate nor of equal im- 
portance. Whether there is or is not a similar reciproc- 
ity of action between the two causes of differential 
rates, the illustration serves to emphasize the point that 
we need not regard monopoly power as the sufficient 
and only cause of differentiation, merely because by 
itself it may be made to provide a clear-cut explanation 
of the phenomena in question. Indeed, the joint-cost 
or full-utilization explanation goes to the economic 
foundations of the matter in a way to entitle it to a 
larger place than the monopoly explanation. Monopoly 
merely gives the economic and commercial motives of 
the dealer freer scope. What he will do if he has the 
power will be to fix prices in a way to utilize his fixed 
capital to the fullest, incidentally saving himself incon- 
venience by classifying his customers. Where he will 
charge high rates, and where low, is indicated by the 
joint-cost theory. 
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Vv 


Altho wholesale discounts are not ordinarily brought 
under the theory of differential prices, the writer has so 
classed them.!. The fundamental reason for a difference 
in price according to quantity purchased is of course of 
an entirely different nature. But once such a difference 
is accepted, its degree may be differential in motive and 
effect, just as differences of quality and kind are ex- 
ploited differentially. It has been also pointed out by 
the writer that the competition of the isolated plant, 
affecting only large consumers, may be considered a 
justification for some degree of differentiation of the 
same nature. The cases are again mentioned here 
chiefly to illustrate the broad scope of the principle. 
This particular case of differentiation through wholesale 
prices also serves to illustrate the fact that differentia- 
tion is not absolutely conditioned by monopoly power. 

The presence of a differential element in methods of 

retail price-fixing should also be noted in this connec- 
tion. Retailers determine prices by adding to what was 
paid the manufacturer or wholesaler certain percentages 
ad valorem for handling the articles they sell. This pro- 
cedure conforms to the principle of charging what the 
traffic will bear— since the purchaser of the more 
valuable article is charged more without specific refer- 
ence to the character of the service performed — rather 
than to a policy of obtaining reimbursement for specific 
costs. The article that costs more at wholesale is not 
therefore of greater bulk or weight than the less costly 
article. Interest and insurance may add a trifle more 
to the basic original cost in the former than in the latter 
case. But such ascertainable differences seldom affect 
the percentages used. 


3 Cf. the article in the preceding (May) number of this Journal, p. 544. 
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VI 


It has been argued that rates can be based on specific 
cost and in the long run should be; that all costs can be 
assigned to the products or services to which they are 
due on the basis of the proportionate use the products 
make of the means of production, and that, when this is 
done, there remains nothing to distribute differentially.' 
All costs certainly can be apportioned. But that fact 
of itself is no more significant than is the possibility of 
obtaining an arithmetical average of any fortuitous 
collection of numbers. It is also true that for most 
costs there is a fair and reasonable basis of apportion- 
ment. The exact whereabouts of the line of distinction 
between this problem and that of the disentanglement of 
separable costs — still by way of averages and for classes 
of commodities or services, not for individual consumers 
— may be difficult to determine. 

Rails wear out, tho it may take twelve or fifteen years, 
and their cost can be pro-rated on the basis of the use 
made of them, just as the cost of a trainman’s wages is 
pro-rated over the objective services to which he devotes 
his time. But the likeness of the two cases is not com- 
plete. That the rails will have to be replaced sometime 
is not the fundamental point, tho the brevity of the 
time during which a given kind of expense is effective — 
its rate of turnover, so to speak — is an important aid in 
the isolation of costs. The causal connection between 
use and cost is more likely to be close when the period of 
use is short, especially when there is but one use obtain- 
able, as in the case of a processive good like fuel. The 


1 This appears to be the dominant point of view of our public-utility commissions. 
But since the fundamental problem for a rate-regulating body is the separation and just 
apportionment of costs, it is hardly to be expected that such a body will attempt 
nicely to distinguish separation from apportionment, especially since the two shade 
into each other. 

* That is, in order that the so-called “ variable ” costs conform to the assumption 
ordinarily made, they must be special in time as well as special in incidence. 
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crucial question, however, remains this: whether re- 
placement becomes necessary after a given number of 
uses, and in proportion to use, or after a given period of 
time, with little or no reference to degree of utilization. 
If a locomotive’s expectation of life in full service is 
determined by miles-run only and not by obsolescence 
and the like, then this element in cost per locomotive 
mile is determinate and separable; but if it is to be dis- 
placed at the end of ten or fifteen years whether it has 
run so many miles or twice as many, then average cost 
per mile is not something to build on, but merely a 
result of degree of utilization.! Deterioration of rails, 
for example, is not proportionate to use; still less is that 
of ties. In fact, depreciation in general is as likely to be 
due to rotting or rusting out as to “ wearing ” out. The 
cases where deterioration is more nearly in proportion 
to time than to wear and tear are numerous. Especially 
if obsolescence be taken into account, it is evident that 
the uses of fixed capital in general are, to a great extent, 
deciduous. If the fullest utilization is not made in 
season, certain potential uses are simply lost and the 
total cost has to be apportioned over fewer uses. Cost 
is, therefore, higher by reason of the failure of a fuller 
degree of utilization, such as might have been obtained, 
perhaps, by way of differentiation. Cost accountants 
are too likely to assume relations as fixed which may 
change as a result of prices based upon their cost anal- 
ysis. Rates for electricity based upon load-factor 
considerations most forcibly illustrate the insecurity of 


1 M. O. Lorens in his article on “‘ Constant and Variable Railroad Expenditures ” in 
the Quarterly Journal of Economics, vol. xxi, p. 283, fails to see that these terms he 
employs as title do not sufficiently indicate the important distinction, which is between 
expenses that vary with time (or eternity), on the one hand, and those that vary with 
amount of use, on the other. Nor is it of great practical importance that, if a railroad 
could select from among the classes of business that come to it, after it has once become 
well established, it might be wise for it to take only the most profitable and not to 
expand —despite the importance of diversified loading and the applicability to this 
situation of the general principle of increasing returns. 
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amount of actual use of fixed capital as a basis of cost 
apportionment. Differential rates may lower cost. Tho 
unquestionably cost analysis is important for this, as for 
any sort of price policy, a differential policy cannot be 
purely a matter of cost accounting after the facts have 
occurred. 

Fixed-capital costs in general are in proportion to time 
rather than to use; hence the unit cost per use unit 
depends upon whether the price policy of a company 
promotes full use. This holds of carrying charges in 
general — of interest, rentals, and necessary dividends 
unqualifiedly, and of maintenance so far as proportioned 
to time rather than to use. Obsolescence is particularly 
important in electrical industries. The importance of 
high degree of utilization as a reason for lower cost is 
clearer in the case of electricity supply than anywhere 
else because of the obvious special importance of the 
load factor as well as because of the importance of the 
more generally effective density factor. 

A conspicuous instance of the fallacious assumption 
that apportionment according to some measure of use 
yields separated costs is afforded by the discussion of 
demand or capacity charges in connection with electri- 
cal rates. If we suppose that the peaks of all consumers 
coincide and directly constitute the station peak, the 
responsibility for the latter is quite definite. But in any 
actual case there is more or less diversity. Shall we dis- 
count each individual maximum demand in the ratio of 
the general diversity factor? Or shall we make the 
demand charge of each consumer proportionate only to 
his share in the station peak, that is, to his “ simultan- 
eous”’ demand? Shall we then exempt from any 
demand charge the consumer who requires no current 
at the time of the station peak ? In that case, what if 
the load becomes smooth and nearly or practically con- 
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stant for four or five hours of heaviest loading? Is not 
the whole question really one of policy, and should not 
the apportionment vary according to the needs of the 
company in building up its load factor? Some small 
plants can better afford to shut down during the day- 
time than to run at all. Others may have a daylight 
load about equal to their evening load. Is there any 
“use ” rule of apportionment that will cover both these 
extremes and the usual intermediate situation? Must 
not the company plan its rates with reference to the 
growth of business and adjust them accordingly from 
time to time, and is not this policy in contrast with, nay 
the opposite to, pro-rating costs and the procedure of 
most cost accountants ? 


VII 


The reader will observe that in the present discussion 
no such fundamental opposition is found between prices 
based upon cost on the one hand, and differential prices 
on the other, as is ordinarily assumed. Differentia- 
tion is properly based on cost analysis, but a kind of 
cost analysis that takes account of expected results as 
well as of present conditions; not on mere cost account- 
ing, which is a much more limited thing. If we wish to 
keep strictly to the cost-accounting point of view, there 
is a degree of opposition between the cost element and 
the differential element in price, the former being separ- 
able in fact and the latter merely apportionable accord- 
ing to some theoretical or arithmetical assumption. The 
writer can see little significance in the familiar, if not 
hackneyed, contrast between so-called “‘ cost of service ”’ 
and “ value of service ” theories. The latter seems to be 
a more plausible, only because rather high sounding, 
mode of stating the principle of “‘ what the traffic will 
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bear.” Cost, in the broad sense, should be of more 
decisive influence than value. The latter under a well- 
worked out differential theory operates only through 
the effects of price (value) upon cost. Cost is therefore 
the fundamental matter. But cost itself must be judged 
with reference to the volume of service that ought to 
result from cost. The strongest argument for dif- 
ferentiation rests on the general social ground that such 
a policy favors maximum service to the public.' 

From this point of view, aggregate cost, including 
therein a fair return upon capital (plus a premium for 
effici or minus a fine for inefficiency), should doubt- 
ess fx the aggregate of prices, since the rendering of the 
‘maximum volume of service requires that rates be kept 
down. It supposes low average rates because the lowest 
rates will be given to the most elastic or expansive kinds 
of demand, which will therefore count for most in the 
weighted average charge and cost in question. But 
separable cost fixes the lower limit of any rate, for the 
obvious reason that an enterprise cannot prosper on 
out-of-pocket losses because there are “so many ”’ of 
them. This statement is subject to qualification if 
there is a return to the community that the recipient of 
the direct service will not adequately recognize in the 
price he is willing to pay for it; but service of this sort 
cannot ordinarily be brought within the scope of the 
rule under discussion, or, when such a policy is indicated, 
the enterprise should be conducted by the government 
and not as an ordinary business affair. However, it is 
only separable cost that must or can have a direct causal 
connection with rates for specified goods or services, 
and a quantitatively definite effect upon them. The re- 
mainder of total costs are properly apportionable ac- 


1 That cost not normally resulting in service should have no direct share in price is 
properly a part of the same view. The service must be performed efficiently in order 
that the claim to the return of cost, including necessary profit, be justified. 
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cording to general conditions and policies, so that the 
share alloted to a particular good or service is only in 
part due to its own characteristics. Doubtless all this 
is highly theoretical and will not by itself solve any con- 
crete rate problem. But in matters of general policy — 
and differential rates come under this head — mistakes 
are due to a failure to develop clear ideas quite as often 
as to insufficient attention to the details of the concrete 
situation that confronts the practical man. 

Electrical rates are of great importance in another 
respect: not only in the general way discussed in the 
foregoing pages, but also in the implied suggestions 
towards carrying out a differential policy impersonally. 
The principle of maximum service is too widely and 
variously indicated to be deemed a contribution from 
the consideration of electrical rates. But two-charge 
and three-charge rates — even tho these also are not 
quite peculiar to electricity supply — are distinctive 
and are characteristically suggestive. The superiority 
of such multiple-charge rates as a method of differentia- 
tion consists in the even and balanced impersonality 
with w'ich the differential policy —so often under 
suspicion for unjust discrimination — can be applied 
through their use. A single charge, it is true, can be so 
graduated that its variations are continuous. But it 
takes account of variation in only one dimension. Two 
principles of variation may be recognized by way of two 
charges; or, what is more to the point, one charge may 
be made to vary with separable costs and the other 
according to differential principles. The electrical-rate 
demand charge is properly treated in the latter way. 
Both the kilowatt-hour charge and the consumer charge, 
on the other hand, reflect separable costs.!_ And there is 

1 The three-charge electrical rate is like what a railroad rate would be if it were 


composed of a terminal charge plus a mileage charge, and then plus something for the 
differential loading of fixed charges. 
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also need of differentiation according to the diversity 
factor. The desired impersonal quality appears to 
attach to mere quantity discounts; but these involve 
concessions to mere bargaining power— which is 
directly opposed to impersonal justice in rate-making — 
and they encourage an artificial adjustment of service 
conditions. Pure quantity discounts should therefore 
be scanned with suspicion. Density-factor discounts 
are not open to the same objection. The “ increment- 
cost ” analysis that is ordinarily adduced in favor of an 
extreme application of quantity discounts in individual 
cases cannot be expected to result in the establishment 
of general and permanent rates. Classification as a 
method of applying cost analysis, even tho the analysis 
be correct, is crude as compared with methods actually 
in use in electrical rate schedules— tho doubtless 
actual rates, even where there is back of them adequate 
analysis with reference to the different variables, will 
usually employ classification rather than multiple 
charges. 

From the rendering of maximum service to the public 
as @ guiding principle, there is an easy transition to the 
fixing of rates with more or less reference to general 
considerations of public policy. To a certain extent 
this would seem to be a legitimate expectation in the 
case of corporations performing services “ affected with 
a public interest.” A private corporation, however, 
even a public-service corporation, cannot well carry the 
principle so far as a government enterprise may. For 
the former the rule nevertheless suggests itself: when in 
doubt, it is better to be public-spirited. Even tho busi- 
ness men will transcend ordinary business principles 
and habits only when the application of these familiar 
guides leaves them in doubt, the twilight zone between 
what is and what is not separable cost is so important 
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that the attitude suggested would be of considerable 
practical effect in rate-making. The rule of maximum 
service is itself a rule of public policy, and the policy of 
differentiation in general should be pursued in this spirit 
rather than in one of mere profit-making. The policy 
of differentiation is not necessarily a mere commercial 
device; it has broad and firm foundation in economic 
principles that relate to enduring social welfare. 


G. P. WarTxins. 
New Yor« Crry. 
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One great problem with two phases has continuously 
engaged attention and challenged solution throughout 
the recent history of fire insurance in the United States. 
The essentials of the many unsettled controversies in 
this field of indemnity are never reached without a con- 
sideration of this paramount factor — rates and premi- 
ums. In all forms of property insurance equity of rates 
has attained preéminence as a desideratum, but owing 
to the magnitude of the business and the extreme diffi- 
culty of realization this is nowhere more clearly evi- 
denced than in fire insurance. The technical difficulties 
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of estimating fire hazard, the diversity of risks, and the 
almost inevitable destruction of the evidence of the 
cause of loss have combined to complicate the solution. 

The modern development of every business has given 
rise to a price-fixing system. This may be stimulated, 
modified and controlled by various factors such as com- 
petition, the principle of ‘‘ what the traffic will bear,” 
possibility of substitution, cost, monopoly value; but 
owing to the long-recognized mutual character of insur- 
ance — an institution where many combine to indem- 
nify the unfortunate few — cost is admitted to be the 
basis of rates.1 With this principle accepted, the only 
issue has been one of means — how should the cost 
principle be applied ? This question has acquired two 
equally important aspects, namely, (1) by what agency 
shall rates be kept commensurate with costs? (2) by 
what theory or system can an equitable adjustment of 
premiums and losses be made? In other words, the 
first perplexity is one of agency, the second problem one 
of method. 


THe Mepium 


An appreciation of this aspect of the question requires 
a visualization of the stages of development of the rate- 
fixing process in fire insurance.? Comparatively early 
underwriters discriminated between buildings. on the 
basis of their liability to destruction by fire, but the 
consequent classifications were naturally very crude. 
One grouping merely designated three classes as “‘ com- 
mon,” “ hazardous” and “ extra-hazardous.” Every 

1 See, e.g., Gephart, “Fire Insurance Rates and State Regulation,” Quarterly 


Journal of Economics, May, 1914. 


? For a history of fire insurance rate-making see A. F. Dean, “‘ Classified Experi- 
ence,” Chicago, 1912 (pamphlet); G. T. Forbush, ‘ Notes on Rates and Rate-making,”’ 
a lecture before the Insurance Library Association of Boston, 1912. 
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company’s rates suited its convenience; at first their 
adequacy was absolutely indeterminable until an 
account was drawn up of the business transacted, and 
those charging inadequate rates usually maintained a 
precarious existence until some conflagration terminated 
their activities. Property owners in vain sought the 
ideal combination of safety and cheapness. The early 
three-fold division was but the beginning of rating prog- 
ress, however, and subsequent systems were modified 
by the personal judgment of inspectors. A judgment 
system of rating became prevalent which, while it dis- 
tinguished between different features of hazard, had 
many defects. No two inspectors had the same judg- 
ment, no two made the same allowance for the same 
features, the insured could not beshown how his rate was 
arrived at, legislators could not be convinced of the 
honesty of the underwriters, and the companies them- 
selves could not be sure that their guarantees were sold 
at the proper prices.' Therefore underwriters replaced 
individual judgment with combined judgment by estab- 
lishing in conferences schedules of additions for defects 
and allowances for good features. Such schedules 
insured that all inspectors would consider the same 
features and would make the same deductions from 
and additions to the rate therefor.’ 

The maintenance of individual company corps of 
inspectors was expensive. Competition, also, developed 
into desperate rate wars. Codperation between com- 
panies was practically non-existent and each enticed 
business by decreasing rates on the one hand and 
increasing commissions to agents on the other.* This 

1 §. 8. Huebner, Property Insurance, p. 187. 

2 For enumeration of advantages of schedule rating see Standard Universal 
Schedule, by F. C. Moore, Continental Insurance Co., N. Y., 1902, p. 8. 


* F.C. Oviatt, “ Historical Study of Fire Insurance in the United States” in Annals 
of American Academy, September, 1905. 
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increased expenses and decreased income so that the 
existence of all companies was jeopardized and many 
failed. For two reasons, therefore, a reform was neces- 
sary, and associations of companies and their agents 
were formed, now variously designated ‘“ underwriters’ 
associations,” “ tariff associations,” “boards,” etc. 
Most of these bodies establish rates on risks situated 
within a given territory, a service which the National 
Board of Fire Underwriters at one time unsuccessfully 
attempted to accomplish for the entire country.' 
Sectional and local associations, however, struggled 
along until codperative rating was attained. 

These coéperative bodies at the present time may be 
divided into three classes,? (1) the very numerous local 
associations, which govern rates, commissions and 
brokerage charges; (2) the sectional bodies which 
restrict commissions and to some extent supervise 
rates;‘ and (3) the national associations,’ which are 
now rather indirectly concerned with rates and whose 
principal services are educational and technical in char- 
acter. If we omit the minor detail of extent of juris- 
diction, we may make a two-fold classification of (1) 
educational and technical associations and (2) commis- 
sion-regulating, rate-making bodies. With the former 
we are not here concerned. Among the latter were some 
composed of company representatives, some of special 
agents, some of local agents and brokers. All, however, 
constituted merely an effort to do codperatively what 
had previously been accomplished individually. They 
were born of competition in the same sense that the rail- 

1 G. T. Forbush, “ Notes on Rates and Rate-making,” a lecture before the Insurance 
Library Association of Boston, 1912. 

2 See the author’s Fire Underwriters’ Associations in the United States, The 
Chronicle Co., N. Y., 1916, pp. 3-10. 


* Ibid., pp. 10-17. 5 Ibid., pp. 18-24. 
* Ibid., pp. 24-30. 
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road traffic associations, the steel pools, the steamship 
pools, and farmers’ coéperative elevators were brought 
into being by competition, which all were designed to 
restrict and limit. 

Instead of thousands of inspectors individually acting 
as expert buyers for separate companies, hundreds were 
employed by these associations to make a common rate 
for all companies on each risk in a given territory. These 
rates were distributed to agents operating in the terri- 
tory who were members of the association and nearly all 
companies charged identical rates. Stamping depart- 
ments, through which all policies had to pass, were 
established to prevent secret price-cutting and promote 
standardization. Attention was also called to the com- 
mission evil; the leading principle of the Western Union, 
an association of company officials, was originally a 
flat 15 per cent commission. 

These bodies were necessities of the times for the pre- 
vention of rate-cutting and excessive expense and the 
enforcement of codperation. They had and still have 
certain very definite economic functions: ! the promo- 
tion of economy, standardization, and miscellaneous 
services difficult to classify. Economy in rate-making 
was attained by the reduction of inspection labor and 
expense and by the attendant specialization and divi- 
sion of labor. Commissions were restricted through 
associations of company representatives and common 
surveillance of legislation cost less than individual. One 
legal corps could do the work for all companies. In the 
field of standardization the rating system was improved 
by the development of schedules, the establishment of 
organizations to apply the schedules, the elimination of 
rate-cutting, and some more or less unsuccessful 
attempts at classification of loss statistics. Short term 

1 Robert Riegel, Fire Underwriters’ Associations in the United States, pp. 30-36. 
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rates were standardized as well as policy clauses and 
endorsements. Objectionable practices were eliminated 
by the prohibition of commission rebating and the 
expulsion of undesirable members. Mutual counsel 
and assistance of participants in the business and the 
prevention of and protection against fire were also 
important attainments. 

Organizations of underwriters were formerly and are 
under the present system as much economic necessities 
as railroad traffic associations or steamship pools. They 
were necessary to terminate rate-wars and to insure 
against future endangering of company solvency by 
struggles for business at inadequate, profitless rates. 
Even the insured derived no benefit from these latter. 
In no business is a price reduction at the expense of 
quality an undiluted advantage and every inadequate 
insurance rate reduced the stability of the company and 
the value of its promise to pay indemnity. The small 
property owner, indeed, suffered a reduction in his pro- 
spective indemnity’s quality without enjoying any 
corresponding cheapness of rate, for the large insurer, 
in an era of unstable rates, is always the one able to 
command the reductions. The history of the railroad 
business is a classic example of this fact. Competition 
in rates results in discrimination; the tariff associations 
were designed to promulgate and enforce uniform 
charges. 

In spite of the legitimacy of the associations’ objects, 
the advantages of which have long been recognized in 
foreign countries, abuses crept into the system, unre- 
strained by intelligent regulation.. The opponents of 
the system alleged and in some instances proved (1) an 

1 §. Deutschberger, Report on Examination of New York Fire Insurance Exchange, 


New York Insurance Dept., July 21, 1913; Robert Riegel, Fire Underwriters’ Asso- 
ciations in the United States, pp. 36-52. 
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absence of classified statistics to support the rates 
made, (2) discrimination, and (3) arbitrary control of 
the licensing of brokers. A more detailed division of 
these complaints will indicate their significance. 

It was contended that rates for various classes of risks 
should be based on the losses incurred on such classes 
and that it was insufficient rate justification for under- 
writers to exhibit their moderate underwriting profit on 
the business as a whole. Most mercantile and manu- 
facturing risks are rated by schedules which start from 
a basis rate regarding which the questions were asked: 
“Why is one risk rated twenty times as much -as 
another ? Why is the basis rate on grain elevators $1.50 
and on iron foundries $1.00, machine shop schedule 
$1.25, tin can factory $1.59, flour mill $1.75?” It was 
desired that the companies produce figures showing 
premiums received and losses incurred on every class 
of business. Experts who made fire insurance rates 
admitted its impossibility; eminent makers of schedules 
contended that this was a hopeless and unprofitable 
task. The reply to the public’s demands was that if 
exorbitant profits were not earned as a whole and if 
proper relations were maintained between all risks of the 
same class equity must result.! In fact, attempts to 
collect statistics from companies in the past had been 
practically failures; they refused to surrender the 
results of their writings, fearing that the data would be 
competitively used by rivals in the future. It was 
impossible, however, to convince the representatives of 
the people that rates could be justified in any manner 
other than by statistical representation of results, and 
the rate-making associations came to be considered as 
conspiracies to bind the public with arbitrary and 


1 For example see Gephart, “ Fire Insurance Rates and State Regulation,”’ Quarterly 
Journal of Economics, May, 1914. 
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unjust rates.!_ Further developments of this issue are 
fully discussed in the second portion of this article. 

While the above complaint touched a fundamental 
aspect of fire insurance rating the question of discrimi- 
nation was more easily grasped by the popular mind 
and assumed primary importance.? Discrimination 
took various forms; one was unequal treatment of 
classes of risks. The rate-making associations could not 
show reliable statistics as a basis for their charges on 
different kinds of properties, altho if the basis rate for 
any particular class is exorbitant every building within 
that class suffers an injustice, and an inadequate basis 
rate confers upon the class obtaining it a benefit at the 
expense of others. If statistics cannot be produced the 
complainant has as much proof of the inequity of rates 
as the defender has of their justice, that is to say, none 
at all. Furthermore, of all classes of risks, dwellings 
were with some cause considered the worst treated. 
These fail in a large class of properties which take 
“ minimum ” rates, 7. e., rates which apply to any and 
all risks (not rated specifically) of a class of the same 
general description as regards physical hazard. As in 
other cases, admittedly no sufficient proof could be pro- 
duced to justify the charges made. These risks were 
even designated “ preferred risks ” because considered 
more profitable to the companies, each of which insisted 
that brokers furnish it with its due proportion of this 
class of business. Larger commissions were awarded 
the agent for these risks than for others and the more 
hazardous mercantile and manufacturing risks were not 

1 Report of Superintendent of Insurance of Missouri, 1912. Report of Superintend- 
ent of Insurance of Illinois on Fire Insurance Rates, 1915. 


2 A. F. Dean, Fire Rating as a Science, p. 7, “‘ Our failure to make a profit does not 
concern the public, but our failure to maintain reasonably true rate relations offends the 
sense of relation which is instinctively the basis of every reasoning process. Even low 
rates that are inequitable are an offence to common intelligence.” 
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acceptable unless accompanied by a large amount of the 
“ preferred ” business.! In some cases no codification 
of the rules for rating existed, which entailed the con- 
sequence that the clients of some brokers who through 
long experience or otherwise had acquired a consider- 
able knowledge of the rules were favored, while other 
brokers could not secure equal treatment for their 
customers because of ignorance. Risks equipped with 
automatic sprinklers were not given the benefit of due 
reductions, and in one large city it was shown that their 
rates were not reduced until factory-mutual competition 
made this imperative, and then risks threatened with 
competition and already insured with mutual companies 
were first considered. A sprinkler schedule was promul- 
gated, concededly devised to meet competition.’ 
Discrimination between localities also manifested 
itself. No relation or harmony could be shown between 
the various local schedules used and different charges 
were made in different places for the same defect.? In 
two sections of the country schedules based on entirely 
different theories were in use; the Dean or Analytic 
Schedule in the middle West, and the Universal Mer- 
cantile Schedule in the East. In the larger cities of New 
England and the Middle States the latter was not even 
applied in its original form but was used with modifica- 
tions. Even there it was limited to certain classes of 
risks. Considerable controversy arose over the ques- 
tion of whether urban fire protection facilities received 
due credit and whether city risks were correctly charged 
in comparison with suburban and rural risks. The report 
of the Illinois Commission to investigate fire insurance 
stated that “It is very hard to escape the conclusion 


1 Report of Superintendent of Insurance, Missouri, 1912; Examination of New 
York Fire Insurance Exchange, 1913; Report of New York Investigating Committee, 
1911; Report of Illinois Fire Insurance Commission, 1911. 


2 A. F. Dean, Fire Rating as a Science, p. 53 et seq. 
































FIRE INSURANCE RATES 713 


that owners of dwellings in Chicago are grossly over- 
charged.” In this state at one time the rate on frame 
dwellings outside of Chicago was forty cents with no 
charge added for exposure, while dwellings in Chicago, 
with water supply and fire department, paid fifty cents 
and a charge for exposure in addition.! An aftermath 
of the San Francisco conflagration was a general rate 
advance to recoup the enormous losses incurred. In 
some localities, however, collection of the advanced 
rates for any length of time was impossible and the 
attempt was abandoned. The increased rates persisted 
in some cities, however, and were collected for several 
years after their removal elsewhere. In one city, tho 
the advance was officially abolished in 1910, the higher 
rates were still in force in 1913 on a number of classes 
not considered entitled to favorable consideration, altho 
no records existed to show why.? 

Some discrimination existed between different kinds 
of policies. Certain classes of risks might be insured, for 
example, for five years at three times the annual rate; 
others could not. The existence of these “ term rates ” 
was justified by the saving in expense by writing insur- 
ance for a number of years at one time, the interest 
which could be earned on the larger premium collected 
immediately, the ‘ tieing up ” of the business and the 
advantage of having on hand the larger premium, 
whether earned or not, in case of loss; but none of these 
considerations furnishes any basis for allowing term 
rates to some classes and denying them to others. The 
distinction was said to be made “‘ without any definite 
guiding principle or standard.” * 


1 Report of Illinois Fire Insurance Commission, January 4, 1911, p. 57. 

2 Report on Examination of New York Fire Insurance Exchange, New York Insur- 
ance Dept., 1913, pp. 7, 69. 

* Report of Illinois Fire Insurance Commission, January, 1911, p. 61. A. F. Dean, 
“* Standardization,” 42d Annual Meeting, Fire Underwriters’ Association of the North- 
west, p. 94. 
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Finally, the most obnoxious form of discrimination, 
that between individuals, was complained of, altho no 
evidence was presented of its very extensive practice. 
Local agents representing many companies had some 
preferred risks and some which were undesirable at the 
price offered. The agent, however, mixed the good with 
the bad and offered them in bulk. The companies were 
compelled to take all or none of the risks, and through 
careful mixing and competition the agent usually suc- 
ceeded in placing his risks. The existence of the pre- 
ferred induced the acceptance of the hazardous risks at 
inadequate premiums. In addition large property- 
owning corporations sometimes succeeded in forcing 
the companies to reduce rates in order to obtain the 
considerable amount of business offered.’ 

Another evil complained of was the arbitrary regula- 
tion of agents and brokers. So universal was member- 
ship in some associations that a brokers’ success was 
dependent upon it. His application was passed upon 
by a committee appointed for the purpose, with the 
guidance of a set of rules. The rules, however, in some 
cases were merely perfunctory and deviations from them 
were common. Favoritism was practised (1) to serve 
the personal interests of one or more members, (2) by 
reason of the recommendation of some prominent 
company official, (3) because of the control of a large 
amount of business or (4) for political reasons.? 

As a result of these palpable abuses of the system, the 
underwriters’ associations came to be considered as 
wholly evil pools and combinations detrimental to 


1 L. W. Zartman, “ Discrimination and Codperation in Fire Insurance,” Yale Read” 
ings in Insurance, Chap. 11; Report of the Fire Insurance Investigating Committee of 
North Carolina, 1915, pp. 4, 8; Report of Illinois Fire Insurance Commission, 1911, 
pp. 21, 53; Report on Examination of New York Fire Insurance Exchange, 1913, p. 11; 
Report of New York Investigating Committee, 1911, pp. 63, 93. 

* Report on Examination of New York Fire Insurance Exchange, 1913, pp. 11, 
113, 114. 
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public welfare,! whereas they did have many legitimate 
economic functions. Even very early there had been 
some actions at common law ? for their dissolution on 
the ground that they constituted a restraint of trade. 
But since the common law doctrine was that contracts 
in unreasonable restraint of trade were simply void and 
unenforceable, not giving rise to a criminal or civil 
action, no redress was available. In suits on the ground 
of public policy, proof was required that the restraint 
exercised was unreasonable and affected the public 
interest or was employed with respect to an article of 
necessity. In several cases it was held that insurance is 
affected with a public interest, but very generally it was 
not considered a necessity of life. The courts drew a 
distinction between the associations themselves and 
their acts and prevented certain acts while not holding 
the associations per se illegal. 

In the general antipathy to “ trusts” which arose, 
however, the fire underwriters’ associations could not 
fail to be included. The old decision in Paul v. Virginia 
prevented the federal Sherman Act from being applied 
to such associations or boards and vested control of in- 
surance in the several states; but many similar state 
acts were passed. Their usual wording prohibited 
contracts, agreements, etc., in restraint of “ trade,” 
“‘ commerce,” “ business,” ‘ dealings in commodities,” 
“products,” etc., and when boards of underwriters 
were prosecuted under such acts the principal contro- 
versy was whether such general terms included insur- 
ance. The conclusion of the courts commonly was that 
they did not. In several cases insurance was held not 

1 For a history of the development of fire insurance regulation see Robert Riegel, 
** Commonwealth v. Codperation,” Rough Notes, April 22, 1915. 

® For the status of underwriters’ associations under the common law see the author's 


Fire Underwriters’ Associations in the United States, pp. 52-69. Citations are there 
given of all the leading cases on this phase of regulation. 
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to be a “ trade” or “ commodity.” It was held, how- 
ever, to be a “ business ” and this word was afterward 
inserted in one statute for this reason. In summary, 
such acts were too general in wording to reach the 
business of insurance, and the ruling of Paul v. Virginia 
that insurance was not commerce here stood the com- 
panies in good stead.' It should be understood that all 
states did not progress with equal speed along the lines 
indicated and some were still attempting to regulate 
under the common law when others relied upon general 
anti-trust statutes. The latter still exist, of course, and 
are the basis for attempted regulation in some states 
today. 

The inefficacy of the anti-trust statutes induced the 
passage of modifications which included a few more 
nouns such as “‘ mechanism,” “‘ convenience,” “ repair,” 
“ product of mining,” etc., to enlarge the laws’ scope 
and specifically enumerated also “ the price or premium 
to be paid for insuring property against loss or damage 
by fire.” To distinguish these from the preceding type 
of legislation they may be called anti-compact laws. 
Inasmuch as the regulation of insurance rests entirely 
with the states, combinations of underwriters are 
proper subjects for the exercise of state powers. Such 
laws were held in German Alliance Insurance Co. »v. 
Hale? to be a valid exercise of the police power; and the 
state may even expel a foreign company for participa- 
tion in a pool or combination.* It is doubtful whether 
as much may be said regarding agreements and combi- 
nations consummated and conducted outside the state. 

In some cases the issue was introduced whether or not 
state and federal constitutional provisions protecting 


1 For the cases involving alleged violation of anti-trust statutes see Fire Under- 
writers’ Associations in the United States, pp. 52-69. 

2 21 8. C. 246 (1911). 

* See Fire Underwriters’ Associations in the United States, pp. 52-69. 
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the right of contract and equal protection and due pro- 
cess of law were contravened by the anti-compact laws. 
In 1903 the Circuit Court favored an affirmative answer, 
but its opinion was three years later overruled by the 
Supreme Court and the constitutionality of the law in 
question affirmed. The penalizing of an insurance com- 
pany for membership in a tariff association by requiring 
it to pay 125 per cent of any loss was by the same court 
held not to deprive the company of equal protection or 
due process of law. Equally valid is the deprivation by 
statute of a company of its contract right to require 
notice and proof of loss. No devices of the companies 
were of avail in evading such laws where it was desired 
to enforce them. Where in one state agents organized a 
“ social club ” to insure the writing of policies in accord- 
ance with understood standards the court characterized 
it as “ a plain, palpable but bungling pool, trust, agree- 
ment, combination, confederation and understanding, 
organized to avoid said anti-trust statute,” and illegal. 
The same opinion was held of a “ stamping depart- 
ment ” in Missouri. Only one unreversed state court 
decision was found which upheld the legality of associa- 
tions under specific prohibitive laws as compared 
with the important opposite decisions of the highest 
courts. 

The above-mentioned two classes of statutes were 
superseded in public interest, however, by the state- 
rating laws. Whereas the earlier enactments had 
decreed that competition in rates was a desirable status, 
thus officially countenancing discrimination, the new 
type of act required an identical charge by all companies 
but designated the state as the arbiter of insurance 
premiums. This was the first step, tho apparently a 
wholly unconscious one, toward a rational treatment of 


the issue. 





Sa 
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Two varieties of such laws — one requiring the filing 
of rates, and the other providing for the revision of rates 
found by a hearing to be unfair — are largely important 
today only as documentary proof of state permission to 
determine rates codperatively and as an acknowledg- 
ment that competition is undesirable. They exemplify 
a distinct departure from the former prevailing theory. 
The Kansas law providing for filing and revision was 
declared a valid exercise of the police power because 
“contracts of insurance... have greater public 
consequence than contracts between individuals to do 
or not to do a particular thing whose effect stops with 
the individuals.” ! An able dissenting opinion contended 
that the majority’s decision opened the way to general 
state price-fixing. The third class of state-rating act 
provides for the original determination of obligatory 
rates by a state board. This class even more emphati- 
cally announces the death of the competitive rate 
system; all companies are by it bound to a uniform 
scale of charges. 

Another legislative device is the regulatory statute. 
This leaves with the companies the fixing of rates by 
their time-tried system, but restricts and corrects its 
operation by public knowledge and supervision of 
associations’ activities, provision for the hearing of 
present and elimination of future complaints and the 
prohibition of improper discriminating acts and arbi- 
trary exercise of power.? 


1 German Alliance Ins. Co. v. Lewis, 34 Sup. Ct. 612. 


2 This type of legislation was recommended by the National Convention of Insur- 
ance Commissioners. Its principal features are the following: (1) The visitation and 
supervision of rating bureaus by the superintendent of insurance. (2) Prohibition of 
discrimination between risks of essentially the same hazard. (3) Requirement that 
every rating bureau grant membership to any insurer desiring oame. (4) Requirement 
of @ written survey of every risk specifically rated. (5) R tion of agr 

with to rate-making. (6) Review of rates and removal of 








discriminations by Insurance Commissioners. 
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The important conclusion to be drawn from the 
development of fire insurance underwriters’ associations, 
their prohibition and regulation, is that the clean-cut 
issue always remains, “Shall rates be determined by 
competition or coéperation ?”’ In the former attitude 
stand the states which enforce anti-combination laws 
and in support of the latter contention appear those 
which have passed state-rating and regulatory acts. 
With a general preponderance toward the latter type of 
legislation and more modern position, a further refine- 
ment of the question is possible. ‘ Shall uniform rates 
be made through the medium of the state or of the 
associations ?”’ On the one hand stand the state-rating 
acts, on the other the statutes which prescribe regula- 
tion. No compromise is possible in this question and 
the issue must ultimately be squarely decided before 
intelligent exercise of governmental power is possible 
in this field. 

The argument for the state-rating acts is apparent. 
They are designed to end certain abuses and the neces- 
sity of this is not seriously contested. Enlargement of 
this theme is unnecessary. The other side of the ques- 
tion is less adequately recognized, involving as it does 
some knowledge of the insurance business. These 
associations were the outgrowth of economic necessity 
and continue to exist because of economic advantages. 
While the defects previously described are extensively 
advertised, few writers have troubled to indicate the 
advantageous features, which are of much greater 
importance. The state price-fixing theory would abso- 
lutely eliminate the association and its good points 
because of the abuses. But it is contended that state- 
rating acts are attended by their own evils.’ 


2 Report of New York Legislative Committee, February 1, 1911; Fire Under- 
writers’ Associations in the United States, pp. 52-69. 
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The adverse criticisms of these acts, briefly stated, 
are as follows: 


(1) They interfere with freedom of contract with 
respect to a business of a private nature. 

(2) It is unfair for the state to limit premiums 
unless it guarantees the companies a fair profit. 

(3) It is unfair to tax the companies to support a 
rating system which may prove no more equi- 
table than their present one. 

(4) Political influence may exert a power for the 
benefit of special classes. 

(5) Supervision of rates will devolve on those whose 
only qualification is participation in political 
activities. 

(6) Inequalities present in state and municipal 
taxation afford a presumption that the fire tax 
will be inequitably distributed. 

(7) Average and distribution are necessary to safe 
conduct of the business and no rates should be 
founded on a single state’s experience. 


The acts providing for regulation, however, do not 
introduce a new principle of government, capable of 
indefinite expansion, such as is inherent in the state 
price-fixing system; they merely endeavor to retain the 
good of the prevailing system and to reduce its evils. 
This is in entire accord with the attitude assumed 
toward railroads, steamship lines and public utilities, 
which are permitted to freely codéperate under super- 
vision. The experience of New York seems to show that 
such laws operate effectively. Fire underwriters’ asso- 
ciations have been investigated and various improper 
practices removed. More information is available to 
the public with regard to New York associations of 
underwriters than it is possible to obtain in all the other 
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states of the Union combined. Supervision has ex- 
tended to liability and compensation insurance and 
even to the minor branches, such as plate glass and 
burglary protection. Because of reasonableness, prac- 
ticability and effectiveness every indication is that 
future development will be toward legislation of this 
character. 


Tue Metuop 


A brief recital of past efforts to measure fire hazard is 
necessary as a background for the discussion of the pres- 
ent problem.' The earliest insurance schemes of neces- 
sity considered all risks on an equal basis; even in 1666 
there was only a two-fold division of property accord- 
ing to construction into brick and frame buildings. The 
early uniformity of treatment and simplicity of classi- 
fication was primarily due to the fact that industry was 
largely in the handicraft stage. Steam and machinery 
hazards, difficult of analysis, were yet to come; the 
present-day variety of manufacturing and mercantile 
risks was lacking; business was principally conducted 
in small shops. The entire lack of analysis of fire hazard 
is demonstrated by the imposition of rates on the basis 
of rental values in 1681, and their determination by 
building valuation in 1690. Further division of risks 
developed gradually; in 1706 the Union Fire office of 
London classified them as “ common,” “ hazardous ” 
and “doubly hazardous” and in 1798 the Massachu- 
setts Fire Insurance Company promulgated a six-fold 
classification depending on construction and the char- 
acter of roof and walls. A special class was created for 

! For a history of fire insurance rating see American School of Correspondence, 
Cyclopedia of Fire Prevention and Insurance; A. F. Dean, Classified Experience, 


Chicago, 1912; G. F. Forbush, ‘“ Notes on Rates and Rate-making,” a lecture before 
Insurance Library Association of Boston. 1912. 
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buildings containing certain highly hazardous occupa- 
tions. The New York Salamander Society, comprising 
eight companies in 1819 and twenty-six in 1826, put for- 
ward a classification of contents into “‘ non-hazardous,” 
“ hazardous,” “ extra-hazardous ” and “ specially haz- 
ardous ” and in 1820 a building classification comprising 
eight groups, as follows: 
(1) Buildings of brick or stone, covered with tile, 
slate or metal, doors and windows of solid iron. 
(2) Buildings of brick or stone, covered with tile, 
slate or metal. , 
(3) Buildings of brick or stone with roofs three- 
fifths of tile, slate or metal and one-fifth 
shingles. 
(4) Buildings of brick or stone covered with wood. 
(5) Buildings of frame filled in with brick, front 
entirely of brick. 
(6) Frame buildings filled with brick. 
(7) Frame buildings, hollow walls, with brick 
front. 
(8) Buildings entirely of wood. 


It is important to note that as yet there was no 
analysis of the elements of hazard; progress lay solely 
in the direction of more extended class subdivisions. 
Thus no more was charged for a brick building covered 
with metal occupied as a storehouse for baled cotton 
than for a similar building filled with chinaware. 
Exposure, the risk of fire from surroundings, was un- 
noticed until 1846, as far as can be ascertained. In 
brief, numerous features of individual risks were of 
minor consideration, while some one or two features 
which determined its class were paramount. 

This condition could not endure when handicraft 
production gave way to the steam and machinery era, 
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which brought with it immense factories teeming with 
workmen, complex processes, varied construction and a 
confusion of materials. The formation of simple groups 
distinguished by a few prominent features became 
increasingly difficult and absurd. Either the classifica- 
tions must be extended to a degree which then seemed 
exorbitant to underwriters, or some new system of 
determining rates devised. For a time individual judg- 
ment adapted the rates to existent conditions through 
the medium of inspectors. But the judgment of dif- 
ferent inspectors would vary and no evidence of the 
justice of rates could ever be furnished to legislators or 
the public. Important factors in the estimation of some 
inspectors were insignificant to others; even the same 
inspector would not arrive at identical rates on the same 
risk at different times. It is a high tribute to those 
influential in establishing rates under this system that 
no widespread cry of corruption was ever heard. 

The individual judgment system was superseded by 
a system based on combined judgment, a transition 
which was greatly facilitated by the associations hereto- 
fore described.! This system is now universally known 
as the “ schedule ” system, from its list of charges for 
elements of hazard and credits for elements of safety. 
Since no classified data of any practical value was avail- 
able for the determination of the amounts of charges 
and credits, for particular features of construction, 
occupancy, and exposure, it was necessary to estab- 
lish them by the experience and judgment of many able 
underwriters.2. Schedules promulgated by the National 


1 C. A. Hexamer, ‘Rates and Schedule Rating,” Annals of American Academy, 
September, 1905, p. 212. Report of Pennsylvania Legislative Commission, 1915, p. 26, 

2 The Universal Mercantile Schedule, by F. C. Moore, Continental Insurance Co., 
N.Y., 1902, p. 5. This contains a complete description of the Universal System. A 
more elementary and understandable description of its principles is given in 8S. Huebner’s 
Property Insurance, chap. 17, 
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Board of Fire Underwriters were the earliest in use, but 
their “ analysis was simple and the parts few.’’ The 
first pretentious schedule of wide usage in the United 
States was the Universal Mercantile Schedule, still 
extensively used in modified form.' 

The Universal Mercantile Schedule starts from a 
basis rate of twenty-five cents per $100 of insurance on a 
standard building in a standard city. If a given city is 
above the standard prescribed the basis rate will be 
lower than this; if below the standard, higher. Charges 
and credits having been given for the features of a partic- 
ular city, the rate for a standard building in the given 
city or “ key rate ” remains, from which the rate for a 
given building in this city emanates. This is arrived at 
by a consideration of the construction, occupancy, and 
exposure of the given risk. Construction includes the 
features of walls, roof, floors, ceilings, area, height, 
elevators, stairways, skylights, cornices, lighting, heat- 
ing, pillars and columns, chimneys, and the like. One 
thousand distinct classes of occupancy are listed, for 
which charges are assessed ranging from five cents on 
stocks of retail clothing, to $6.00 for the manufacturing 
of fire works. Exposure is allowed for by considering 
the relation of the building under consideration to 
adjacent buildings. 

The Universal Schedule was an attempt, it is evident, 
to substitute a consensus of opinion for individual esti- 
mates of the gravity of hazards. The necessity for this 
had become apparent. The chairman of the schedule 
committee as a test selected five experts on warehouse 
merchandise and obtained from each two ratings at an 
interval of three months on various classes. The same 
expert’s two ratings differed sometimes by as much as 
$1.00 per hundred dollars of insurance.? In the words 


1 See note 2, p. 722. 2 The Universal Mercantile Schedule, p. 136. 
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of Mr. F. C. Moore, “ In view of the fact that no one 
company, and certainly no one underwriter, can claim 
to have sufficient experience or knowledge for rating all 
classes of risks, it will not be denied that, in a business 
where an adequate price is so absolutely essential not 
merely to profit, but to solvency, rates should be fixed 
after a wide canvass to secure combined judgment.’’! 
It is also unfortunately true that no statistical proof 
of the correctness of the rate on a particular building 
was existent under such a system; some claimed such 
proof to be unobtainable. Fire insurance experts there- 
fore developed the theory that it would be unnecessary 
to justify charges and credits for particular features if a 
schedule could be devised, all parts of which bore a cor- 
rect relation to each other, and the aggregate result of 
which was merely a fair profit to the companies. This, 
in brief, is the germ of the Dean or Analytic System.? 
The followers of this later idea even held it to be a mis- 
take to attempt to say that ten cents should be added, 
for example, for a party wall less than twelve inches 
thick; they would instead add and deduct throughout 
certain percentages of the basis rate. All measurements 
were to be purely relative, was the primary hypothesis, 
and afford nothing but ratios.* These relations were 
considered the only permanent factors in the rating 
problem and the relations between components of 
hazard should always be expressed, therefore, in the 
form of a proportion. The first object in rating is to 
ascertain whether the charges for the components of 
hazard are in true relation. As stated by the author of 
the Analytic Schedule: ‘‘ We might call the relation of 


1 Moore, F. C., Universal Mercantile Schedule, N. Y., 1902, p. 133. 

2 The best description of the Analytic System is found in H. M. Hess, Philosophy 
and Operation of the Dean System, the Author, St. Louis, Mo. See also E. R. Hardy, 
Fire Insurance, Modern Business Series, vol. viii, p. 148, Alexander Hamilton Institute. 

* Dean, A. F., Fire Hazard; Is it Measurable?, Committee on Publicity and 
Education, 171 La Salle St., Chicago, 1910. 
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each part of hazard to every other part a body of prim- 
ary relations, of each risk to every other risk a body of 
secondary relations, and the relation of every property 
class to every other class a body of tertiary relations, 
but the primary relations really create the secondary 
and tertiary relations without any concern on our 
part.” ! As an illustration the following simplified 


figures * may be used: 








Year A Year B 
On $1000 of Insurance On $1000 Insurance 
Claims and expenses ............ $9.50 $12.00 
Profit (assumed to he a fair profit) .50 50° 
WEE Fuso oad ok de tt eet deste c $10.00 $12.50 


The correct rate would be per $100 insurance: 








EP a See eeewedes sactees $ .80 $1.01 
Construction, add 10 per cent of basis 
Ee ee eee ee .08 add .10 
Occupancy, 10% of basisrate ... .08 add .10 
DR TEE occ cap ecitccces ss .04 add .04 
Ee ay ae ee $1.00 * $1.25 * 


Secondly, it was said, let us by experience adjust our 
basis rate to the point where a fair profit will be yielded. 
If aggregate results show only a fair profit and all re- 
lated factors in the problem are correctly compared the 
charges and credits for each of the latter must neces- 
sarily be equitable. In brief, the underwriter was sup- 
posed to adjust his basis rate so as to collect an adequate 
and just amount from the policyholders.‘ The words 


1 A. F. Dean, Fire Insurance Classifications, Committee on Publicity and Education, 
171 La Salle St., Chicago, 1910. 

2 These figures are purely assumed. There is no assumption to be made, for instance, 
that construction and exposure are of equal weight. 

8 Which is just sufficient to yield fifty cents profit. 

4 H. M. Hess, Philosophy and Operation of the Dean System, the Author, St. 
Louis, Mo. 
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of an eminent pragmatist might be taken as clearly 
defining the intent of the Analytic System: “Our only 
test of probable truth is what works best, in the way of 
leading us, what fits every part of life best and com- 
bines with the collectivity of experience’s demands, 
nothing being omitted.” ! 

The Analytic System was adopted in the Middle 
West, while the Universal continued to be applied in the 
East in modified form. The ever-present difficulty 
again presented itself, however, in connection with the 
former as with the latter — that the statistical proof 
necessary for public conviction of the correctness of the 
relations established between hazards could not be fur- 
nished. To quote its author, “. . . statistics can never 
give us the slightest clue as to the adequacy of these 
charges or credits. The causes of most fires cannot be 
ascertained. ... An instant’s thought will show that 
we are forever precluded from obtaining through classi- 
fied statistics the contribution of such factors as area, 
height, wall thickness, floorway openings . . . or any 
other of the features of hazard enumerated in a modern 
tariff.’’ 2 

Consequently, in 1914, at the insistent request of the 
insurance commissioners of various states the National 
Board of Fire Underwriters appointed a committee to 
consider the advisability of attempting a practical 
solution of the old classification problem. One result 
was the recommendation and acceptance of an occu- 
pancy hazard classification and a standard blank form 
for loss reports; another the establishment of a new 
National Board department, the Actuarial Bureau.* The 


1 Quoted from James’s Pragmatism, p. 80, by A. F. Dean, in Fire Insurance Clas- 
sifications, p. 35. 

* Dean, A. F., Fire Hasard: Is it Measurable ?, p. 20; E. G. Richards, Classification- 
Discrimination, address before Insurance Society of New York, February 25, 1913. 

* Resolutions adopted by the National Board of Fire Underwriters at Special 
Meeting, October 29, 1914. 
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latter is now engaged in gathering statistics to be tabu- 
lated for the ascertainment of fire loss costs and in 
addition has the difficult duties of investigating the 
causes and prevention of fire, of keeping record of loss 
claimants and of furnishing data to states desiring it. 
Any company may become a subscriber to the Actuarial 
Bureau, which is supported by an assessment of 1/50 of 
one per cent of the members’ gross premiums.' 

No less important was the indirect result that the 
preparation of the now complete ‘“ Experience Grading 
and Rating Schedule ” began.* Unlike the schedules.so 
far discussed this purposes a return to the classification 
theory as a basis for fire rates, and is the first designed 
to rest upon analyzed experience. It is adapted for use 
with the statistics now being prepared by the National 
Board Actuarial Bureau. 

The E. G. R. schedule method is a gradual refinement 
of experience into smaller and smaller units, beginning 
with a division of the United States into state averages 
and ending with a grading of buildings or contents 
according to quality. Thus the ratio of losses, expenses 
and a fair profit * to the insurance written over the entire 
United States is 1.125 per cent. Geographically divid- 
ing the United States similar average ratios are obtained 
for the several states,‘ that of New York being, for 
example, .751 per cent * and the rate for a particular 

1 Resolutions adopted by the National Board of Fire Underwriters at Special 
Meeting, October 29, 1914. 

* E. G. Richards, Experience Grading and Rating Schedule, National Board of Fire 
Underwriters, New York, 1915. 

3 Five per cent assumed a fair profit. Underwriting experience 1903-12 used to 
ascertain losses and expenses. 

* Losses were obtained from reports to the state authorities, expenses from the 
Tecords of a few companies which have for years so segregated their expenses. Segre- 
gation is important because of the difference in state requirements, restrictions and 

© Unusual conflagration losses apportioned between all states. Thus California's 
average loss cost would be 2.327 if it bore the total conflagration loss iteelf but is figured 


as only .716 per cent after the San Franci flagration is apportioned among all 
states. 
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risk in New York state being 751/1125ths of the average 
United States’ rate on the same kind of a risk. The 
average United States’ rates on various hazards must 
be determined therefore. 

The classification of fire hazard is into three divisions; 
inherent hazard, external exposure and internal ex- 
posure. The inherent hazard is dependent upon two 
factors, the nature of the building and the nature of its 
contents. Thus the inherent hazard of a building risk 
is determined from its own construction and the nature 
of its contents. The inherent hazard of a contents risk 
is found, likewise, from its own nature and the character 
of the building in which it is situated. But damage by 
fire may originate from two other sources, namely, 
from other occupancies in the same building and from 
other buildings nearby. The hazard of loss which 
buildings or their contents are liable to sustain from 
surrounding hazards outside of the exposed buildings is 
designated the “‘ external exposure ” and the risk of fire 
from tenant occupancy in the same building as the ex- 
posed risk is called “ internal exposure.” In arriving 
at a rate on a risk the cost of inherent hazard, of exter- 
nal exposure and internal exposure are separately 
calculated. Combined they give the fire cost of inherent 
hazard, external and internal exposure, on a given risk, 
not considering expense. 

With the statistics now being prepared by the 
National Board Actuarial Bureau available, all towns 
will be divided into ten classes according to public fire 
protection. The losses and writings are to be divided 
according to the grade of town and then to be sub- 
classified according to inherent hazard into four hundred 
and thirty classes, each of these being sub-divided into 
(1) building risks and (2) contents risks. The National 
Board has prepared a table for the classification of risks 
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in this manner, building risks being designated by odd 
numbers and contents risks by even numbers, as for 
example: No. 137, a building containing wholesale 
groceries and No. 138, wholesale groceries contained in 
a building.’ 

Both building risks and contents risks are then divided 
into three sub-groups, according to whether the hazard 
be a fireproof, brick or frame building, and each of these 
three types reclassified as of ten grades of quality. We 
have, therefore, thirty quality grades of building risks 
and thirty quality grades of contents risks. Each of 
these thirty grades must now be sub-divided, the build- 
ing risk grades each into ten grades according to quality 
of contents and the contents risk grades each into ten 
grades according to quality of building. The inherent 
hazard on any risk, in short, is to be determined by two 
factors, the type and quality of construction and the 
nature and quality of the occupancy. 

All losses resulting from external exposure are now to 
be considered in connection with all grades of external 
exposure, and a similar refinement of experience made, 
with one exception — the sub-division into occupancy 
classes is unnecessary. Internal exposure is treated in 
the same manner.? The sum of the costs of inherent 
hazard, external exposure and internal exposure gives 
the insurance cost of the risk in question. To this 
must be added expense and profit. The following is 
an outline of the proposed division and sub-division of 
tabulated experience. 

This system is the first which attempts the measure- 
ment of fire hazard by actual tabulated experience. It 
will be noted that it avoids the use of any state averages, 

1 Standard Classification of the National Board, which has been endorsed by the 
National Convention of Insurance Commissioners. 

* E. G. Richards, Experience Grading and Rating Schedule, pp. 38, 39. 
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since distribution is an essential principle of insurance 
and no single state’s experience gives a dependable 
average. To adjust a rate as found by the process above 
to a risk located in any particular state, that proportion 
of the rate would be taken which the state’s loss and 
expense ratio bore to the United States ratio. Thus 
in New York all risks would pay 751/1125ths' of the 
average rate for the United States. This simple 
averaging device removes one of the principal objec- 
tions directed against the use of classified statistics as 
a foundation for rate-building. ; 

The question to be decided in the near future is 
whether premiums upon a judgment basis modified by 
experience shall continue or rates become mirrors 
reflecting the exact picture of the results painted by 
classified statistics. The answer will depend entirely 
upon whether the National Board tabulations and 
the E. G. R. Schedule surmount the many objections 
which have always prevented the re-adoption of the 
classification theory by underwriters. 

It has been contended that true classification is the 
grouping of phenomena similar in essential respects, or 
rather whose differences are so small as to be imper- 
ceptible. In a classification for fire insurance rate- 
making the essential factor is quantity of hazard and 
groupings should be dependent upon this. But so 
diverse and multitudinous are the elements of fire 
hazard that it has been considered impossible to obtain 
sufficient like risks to form a valid class. The hazard of 
one risk is composed of many important factors absent 
in others and the better risk will demur when common 
experience is made the basis for determining an average 
rate.? Those who have most adequately presented this 

1 See p. 728, above. 


2 A. F. Dean, Fire Insurance Classifications, p. 10; A. F. Dean, Classified Experi- 
ence, p. 33. 
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consideration, however, admit that all classification 
must end somewhere, that ultimately an arbitrary 
limit must be put to sub-division. While a classification 
of many risks as “dry goods” occupancies is incomplete 
and invalid in practice, when the E. G. R. Schedule 
sub-divides classes into ten grades of quality it may be 
reasonably doubted whether this is not a sufficient 
extension of analysis. In life insurance, for instance, it 
is found sufficient to divide risks into normal and im- 
paired without comparing hearts, lungs and stomachs 
in various degrees of health. A reasonably correct rate 
arrived at in this manner is certainly preferable to a 
“ scientifically ’’ computed rate of whose correctness no 
proof can be adduced, from the standpoint of the public. 
Furthermore, the analysis and sub-grouping of risks is 
only limited by the necessity of retaining distribution 
and if desirable, twenty grades of quality may be 
standardized. 

Another long-standing problem of classification has 
been the difficulty of providing for ‘ omnibus build- 
ings ’’ comprising many occupancies and conglomerate 
hazards.' It has been difficult to devise any method of 
determining the appropriate group in which to place 
such risks. The E.G. R. Schedule, however, treats each 
occupancy of a building as an inherent exposure of every 
other in the same building. The statistics of writings 
showing internal exposure gradings would be sorted 
from the aggregate statistics and compared with losses 
from internal exposure. After a sub-division into final 
units of hazard the loss-costs of each group would be 
determined.? The similar claim that it would be impos- 
sible to satisfactorily group many risks which would 
accordingly fall into a nondescript ‘“ miscellaneous ”’ 


1 A. F. Dean, Classified Experience, pp. 14, 15. 
2 E. G. Richards, Experience Grading and Rating Schedule, p. 39. 
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class ' could seemingly be easily overcome by simply 
not falling into the error indicated and never creating a 
miscellaneous group, or rigidly restricting it. 

Two other objections put forward by opponents of 
classification purely refer to methods of administration. 
One was that all previous figures were collected by many 
companies, each with its own individual definitions of 
various classes and that the aggregates of such groups 
were meaningless.? It will be noted, however, that the 
proposed system does not intend to make use of old 
figures but is to rest on the statistics being centrally 
collected by the National Board.* Secondly, the danger 
of risks being erroneously classified is deplored.‘ This 
is simply a practical difficulty to be surmounted by 
appropriate methods of checking. 

Classification lists formerly existed for the purpose 
of comparing premium income and losses to arrive at 
profits or losses on specific classes. It is represented 
that not only losses but rates vary, that both losses 
and premiums are inconstant. With two independent 
variables differences in results are attributable to either 
and conclusions are often fallacious.* The proposed 
system proposes no comparison of losses and income. 
It is designed that a ratio of losses and amount of insur- 
ance written be adopted as a basis. Thus the difficulty 
stated is not applicable to this system. 

A more fundamental consideration is that in most 
businesses, while a one-price system is attempted, no 
endeavor to extract a uniform profit on all classes of 
goods is made. It is said that the latter is just as imprac- 

1 A. F. Dean, Fire Insurance Classifications, p. 13. 

® Ibid., p. 18, and E. G. Richards’ Classification-Discrimination, p. 13. 

* Mr. E. G. Richards clearly demonstrated in 1913, by actual illustrations the 
inefficacy of prevalent classifications as bases for rates. See Classification-Discrim- 
ination, p. 15 et seq. 


* A. F. Dean, Fire Insurance Classifications, pp. 18, 19. 
5 Ibid., p. 19. 
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ticable and unnecessary in fire insurance.' This argu- 
ment ignores the fundamental nature of fire insurance, 
which is mutuality and public service. Most businesses 
are considered of a private nature, conducted solely to 
produce the greatest possible profits for the promoters. 
These are not supposed to base prices on cost nor to 
make a uniform profit. But the principle that the price 
of fire insurance, practically a public necessity, should 
be based on cost, has of late years seldom been denied. 
A cost-basis of price-fixing involves uniform profits 
when carried to its logical conclusion. 

Finally, an eminent underwriter in 1910 * asked three 
important questions of the advocates of experience 
rating. (1) What would you do in regard to the states 
with valued policy or anti-co-insurance laws ? In reply 
to this it may be stated that the valued policy law, 
providing that the face of the policy is to be paid in case 
of total loss, irrespective of present value, is an out- 
growth of hostility toward insurance companies who 
could not justify some of their practices, and must ulti- 
mately disappear. The co-insurance principle, that 
losses should be paid in the proportion that the insur- 
ance carried bears to the insurance required, would not 
be of importance, as far as rate-making is concerned, 
under the proposed system, because rates would be 
based upon the ratio of losses and expenses to insurance 
carried. In states where co-insurance was prohibited 
this ratio would be greater and charges correspondingly 
increased. (2) What would you ‘lo with a large city 
conflagration in any single state ? This is cared for by 
taking conflagration losses out of any single state’s 
average and apportioning them among all states.’ 


1 A. F. Dean, Fire Insurance Classifications, p. 23; Classified Experience, p. 35 
et seq. 


2 Ibid., p. 38. * See p. 728, above. 
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(3) What would you do in states where the laws forbid 
the common use of any tariff? This status must have 
had a cause; the early portion of this paper showed this 
cause to have been dissatisfaction with company rate- 
making. The new schedule is designed to remove this 
dissatisfaction and with it will disappear the opposition 
to uniform rates coédperatively made. 

In brief the E. G. R. Schedule is based upon a theory 
of measurement of hazard by statistical results while the 
Analytic and Universal Mercantile systems were elabor- 
ate and carefully designed applications of the combined 
judgment theory The former is inevitably superior to 
the latter two if capable of overcoming certain techni- 
cal difficulties. It maintains the principle of average 
and distribution, a necessity in fire insurance deemed 
impossible under the classification method and yet 
embodies the idea of statistical justification of rates. 


CoNCLUSION 


It is apparent from the preceding that the present 
system of rate-making in fire insurance was evolved by 
the development of early crude methods, and that 
economic conditions compelled the establishment of 
codéperative associations. Regardless of their functions 
criticism and distrust were aroused by the unwise 
exercise of power. After numerous foolish and danger- 
ous attempts to regulate the tariff associations, the 
regulatory statute and the state-rating act appeared as 
proposed solutions of the problem of establishing a 
medium for promulgating fire rates. The prominence 
of these enactments at the present time and their 
tendency to supersede other legislation force the choice 
of rating by state-supervised underwriters’ associations 
or bureaus or through the medium of state officials. 
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The growth of popularity of the former method is shown 
by its adoption in six states prior to 1915 and in six 
more during the past year... Which method will finally 
be universally adopted yet remains to be decided. 

It has also been shown that rating theories developed 
from classification to individual judgment and thence 
to combined judgment. The combined judgment theory 
reached its final stage in the Universal Mercantile and 
Analytic Schedules or modifications of them but it was 
evident that dissatisfaction must co-exist with any rate- 
making system which could not be justified by statistics. 
Underwriters were compelled to attempt a schedule 
dependent on tabulated experience and the E. G. R. 
System seems to be a reasonably successful attempt to 
embody this principle. In the field of rating theory the 
important question is ‘‘ Will the companies endeavor to 
continue past methods of measuring hazard or will they 
codperate in the support of a new system intended to 
furnish the public with the proof of equitableness which 
it demands ?” Every indication is that the latter is one 
of the great imminent developments of fire insurance. 


RoBertT RIEGEL. 


UNIVERSITY OF PENNSYLVANIA. 


1 The states which passed laws prior to January 1, 1915, giving the insurance depart- 
ments power to examine and supervise rating bureaus and associations, were New York, 
New Jersey, West Virginia, Washington, Kentucky and North Carolina. Subsequent to 
this date such acts were passed in Pennsylvania, Michigan, Minnesota, Iowa, Missouri 
and Oklahoma. 
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Tue recent course of events both within China and 
without has given to that nation an altogether new 
financial status. Unless her present good fortune is in 
some way reversed we may reasonably assume that she 
is henceforth measurably safe from her deepest humil- 
iation and her most deadly peril — an ever recurring 
deficit. It has been possible by a rather too cheerful 
interpretation of figures to regard the national treasury 
as solvent even in the troubled year 1914. The best 
available information indicated for the latter half of 
1915 an excess of income which, tho slight, gave promise 
of revenue sufficient in the near future for long deferred 
projects of reform at home and defense abroad. 

It is not the least result of this recent fiscal improve- 
ment that China is thereby unmistakably advancing 
toward liberation from need of foreign aid and foreign 
control in matters of finance. Foreign influences have 
constituted the dynamic factor in China’s national life 
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through some decades. Her financial difficulties have 
arisen from the burden of indemnities exacted by for- 
eigners and from increase of expenditures incurred to 
gain the power of defense against foreign encroachment. 
The manifestations of unrest again — the Boxer move- 
ment and the Revolution — have resulted largely from 
this financial distress and from indignation toward its 
foreign authors. Foreign lenders have controlled, for 
their own advantage, the direction of industrial invest- 
ment in China, especially where railways should be built 
and how. They have shaped the constitutional growth 
of China; by preferring to deal with one central author- 
ity they have lessened the relative importance of the 
provinces; by withholding aid to the Manchu govern- 
ment they permitted it to fall. In unison with Chinese 
capitalists, they aided President Yuan against the up- 
rising of 1913, and the rebellion failed. The increased 
burden of foreign debt has even threatened to result in 
bankruptcy and the control of China by foreign govern- 
ments acting for their citizens. From this perilous 
dependence the financial history of the last years has 
given hope of relief, so that the nation may proceed on 
a course prescribed by her needs and realizing fully 
whatever may be her own power to advance.' 


1 Bibliographical note: The British and American official publications are the chief 
sources of information on those tt of di ion which have been subjects of 
diplomacy. The Chinese government is too poor, perhaps still too secretive, to make 
regular and full publication of statistics. Aside from reports of the Maritime Customs, 
very few volumes of official reports have appeared. But Chinese officials, realizing their 
dependence on public sentiment, frequently issue stat ts through the public press 
at their own initiative or in answer to inquiries. These, like the statements “ given out ” 
by higher officials in America, are proper material for the student, if employed with due 

ti The periodicals cited below make use of these statements at first hand or in 
translations from the native press. 

An American monthly in Shanghai, the Far Eastern Review, publishes articles on 
trade, engineering, and finance, which are conscientiously prepared and have especial 
value on t of their abund of detail and their publication in full of valuable 
documents, such as government reports and copies of contracts. Der Ostasiatischer 
Lloyd, also of Shanghai, is the chief organ of the German interests in the Far East. As 
the work of trained scholars it deserves to rank with the better class of European or 
American journals devoted to commerce and finance. The North China Herald (a 





























740 QUARTERLY JOURNAL OF ECONOMICS 





I 


ForeIGN LOANS AND THE FAILURE OF 
ForeIGN CONTROL OVER CHINESE FINANCE 


Bankers and statesmen have built up in China a sys- 
tem of monopolies consisting of combinations within the 
several lending nations, with a further amalgamation 
of these national combinations into an international 
“money trust.” It is not easy to recall an equally 
extensive attempt at restraining competition, enforced 
by so mighty a union of political and financial power. 
Yet at most points it has failed, for the reasons which 
have brought to ruin so many efforts at restraining com- 
petition by agreement. The Chinese nation granted, in 
loan contracts and railway concessions, terms which 
freedom of contract would not have permitted, which 
either in rates of interest or prices of bonds, or some 
bonus or other advantage, gave to the lenders excessive 
compensation for the use of their capital. On the other 
hand, lenders eager to invest in China on more liberal 
terms were made to withhold their competition. But, 
as we shall attempt to make plain, the forces of compe- 
tition proved too strong and broke through even the 
powerful restraints imposed by most of the chief govern- 
ments and many of the chief banking houses of the 
world. 
weekly issue of the North China Daily News) is a newspaper of good repute. The China 
Yearbook is an excellent statistical compilation, in plan like the Statesman’s Manual; 
it has unfortunately been discontinued. I have relied at times upon the excellent Peking 

ts of European journals like the London Times and the Frankfurter 
Zeitung, and have referred to two or three secondary sources — Edouard Laboulaye’s 
Chemins de Fer de Chine and P. H. Kent's Railway Enterprise in China. Laboulaye, 
as a representative, I believe, of the French capitalists in the Orient speaks with the 
advantage of first-hand knowledge. Kent has long been a resident of China. Both 
books include numerous copies of contracts and treaties. The student of this subject 
should not omit Railway Problems in China by M. C. Hsu, published by Columbi 


University with bibliographies. For a general description of taxation in China, see 
an article by Mr. E. T. Williams in this Journal, May, 1912. 
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To come to particulars: 

I. In some instances a monopoly of certain loans has 
been extorted by military force with no real pretense of 
voluntary consent by the Chinese.! 

II. Within each lending nation certain groups of 
bankers have undertaken, with more or less support from 
their governments, to maintain a monopoly of lending 
from their own country to China.’ 


1 The agreement between Germany and China, March 6, 1898, granted Germany the 
right to build two lines of railway in Shantung, “ and if at any time the Chinese should 
form schemes for the development of Shantung, for the tion of which it is necessary 
to obtain foreign capital, the Chinese government or whatever Chinese shall be in- 
terested in such schemes, shall in the first instance apply to German capitahsts. Appli- 
cation shall be made to German manufacturers for the necessary machinery and 
materials before the manufacturers of any other power shall be approached. Should 
German capitalists or manufacturers decline to take up the business, then China shall be 
free to obtain money and materials from sources of other nationalities than German.” 

By the convention between Japan and China, April 15, 1907, it is agreed that one- 
half of the capital needed for rebuilding the Hsin Min Tun Mukden railway, east of the 
Liao river, shall be borrowed from the (Japanese) South Manchurian Railway. The 
Chinese government being about to construct a railway line from Kirin to Kuan cheng 
tse agrees to borrow from the aforesaid company one-half of the capital needed for the 
work. . . . Ifthe Kirin Kuan cheng tse line should hereafter build branch lines or an 
extension " and “ if there should be lack of capital, application should be made to the 
Southern Manchurian Railway Company for an arrangement. During the period of 
these loans, the Engineer in Chief shall be a Japanese. The Engineer in Chief shall be 
changed only on consultation with the South Manchurian Railway. There shall be a 
Japanese accountant supervising the ipts and expendit , but in this consulting 
and acting with the [Chinese] director general. All earnings must be deposited in 
Japanese banks.” In this case loans were to Japan only a means of subjection, as Japan 
was at the time in desperate need of capital and was a frequent borrower from Europe. 

For other instances of loan agreements extorted by threats, see pp. 745-6, below. 


2 The British Government has given support to the Hong Kong and Shanghai Bank- 
ing Corporation, and to the British and Chinese Corporation, which was formed in 1898 
by the banking house just mentioned and the old trading company of Jardine Mathe- 
son and Company, and which has financed and built most of the railways constructed 
in China with British capital. 

The German syndicate includes most of the great German banks under the name of 
the Deutsch-Asiatische Bank, formed February 12, 1889. Its business was limited to 
Asia without a right to deal in merchandise. In its organization it is in certain respects 
dependent upon the state, the president of the directors being elected by the directors 
but subject to imperial ratification. (Vallier, Banques d’Exportation 103.) 

The French Banque de I’Indo-Chine is a private bank with special privileges from 
the state, established by decree of January 21, 1875, and regulated by various subse- 
quent decrees. (Soltau, Franzésische Kolonialbanken, p. 102.) With it have been 
associated in China the Crédit Lyonnais, the Comptoir National d’Escompte de Paris 
and six other houses. (China Yearbook, 1913, p. 365.) 

The American group included four New York banks; Morgan and Company; Kuhn, 
Loeb and Company; the First National: and National City. 
Japan has been represented by the Yokohama Specie Bank. 
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III. Foreign engineers, employed in the construction 
of Chinese railways on the ground of superior training, 
experience, and honesty, and acting as purchasing 
agents, have in many instances given a monopoly of this 
business to their own countrymen or certain favored 
compatriots, even in violation of agreements to purchase 
competitively. 

IV. Competition has been restrained by a network of 
international agreements, chiefly the following: 

(1) In 1898, at a meeting in London, the German 
bankers agreed to refrain from competing with the 
British in the whole Yangtse Basin, the provinces south 
of the Yangtse and Shansi, receiving in return a similar 
promise as to their pretensions in Shantung and the 
Yellow River Basin. The railway from Tientsin to the 
Yangtse was to be built jointly.* 

(2) In 1898 also, the British and Chinese Corporation 
and an American Company having no exclusive govern- 
ment support, the American Chinese Development 
Company, made an agreement that each party should 
offer to the other a participation of one-half of its own 
interest in any business hereafter obtained by it in 
China, including the existing preliminary contracts of 
the American Company for the Hankow Canton line 
and of Jardine Matheson for the Canton Kowloon line.* 

(3) April 28, 1899, by identic notes between the Rus- 
sian Minister of Foreign Affairs and the British Ambas- 
sador at St. Petersburg, ‘“‘ Russia agrees not to seek for 
her own account or for Russian subjects any railway 
concession in the basin of the Yangtse, nor to obstruct 

Russia has been represented by the Russo-Asiatic Bank, which has acted in associa- 
tion with several French, British and Belgian houses. China Yearbook, 1913, pp. 


364-66. 
1 See on this subject Far Eastern Review, January, 1914, and January, 1915. 


* British Blue Book, 1899, CTX, ed. 9131, p. 214. 
 Ibid., p. 325. 
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directly or indirectly in that region any application for 
railway concessions supported by the British govern- 
ment.” Great Britain made a reciprocal agreement as 
to territory north of the great wall. 

(4) In 1905, the British and French Bankers joined in 
forming the Chinese Central Railways Ltd. for con- 
structing the Hankow-Szechuen line with an expecta- 
tion of general participation as to railways north of the 
Yangtse.? 

V. To some degree the method of “ interlocking 
directorates’ has been employed. German bankers 
were for many years represented in the Hong Kong and 
Shanghai Banking Corporation. 

VI. There also came into existence two combinations 
of combinations, one including English, American, 
French, and German syndicates for industrial (espe- 
cially railway) loans; the other including finally the four 
nationalities just named and Japanese and Russian 
banks, for administrative loans to the Chinese govern- 
ment. 

The combination as to railway loans goes back to the 
British and French combination of 1905 just mentioned. 
Tn 1907 the Germans by their determined competition * 
made it necessary for the associated British and French 
to admit them to participation in (a) the railway from 
Tientsin to the Yangtse (which they had declined to 
share in 1898), and (b) the system of railways from 
Canton through Hankow to Szechuen. The American 
bankers were received in 1909, in connection with the 
second of these railway systems, through the revival at 
President Taft’s insistence of a claim originating half a 


1 British Blue Book, 1899, CX, ed. 9241, p. 455. 
Laboulaye, Chemins de Fer de Chine, pp. 182 and 206. Far Eastern Review, 
January, 1914, 
* London Times, April 13, 1914. 











744 QUARTERLY JOURNAL OF ECONOMICS 


dozen years earlier. The international combination as 
to government loans came about in 1910 and 1911. 
The American bankers had contracted in October to 
loan £10,000,000 to the Chinese government, partly to 
develop Manchuria but mostly for reform of the cur- 
rency. In November, 1910, the bankers of Great Britain, 
France, and Germany joined with the Americans in an 
agreement for codperation not only in this loan but in all 
future loans for the administrative needs of the Chinese 
government.? Russian and Japanese representatives 
were included in May, 1912. 

The non-competitive, uncommercial, one may fairly 
say predatory character of railway loans to China was 


1 The correspondence which our own government published showed that this 
claim had no substantial foundation. Minister Conger in a communication to the Secre- 
tary of State, September 27, 1904, said that the Chinese government had “ promised 
in writing that, if foreign capital were necessary, American and British should have a 
preference.” (Quoted in For. Rel. U. 8S. 1909.) When this important communication 
from the Chinese foreign office was published in 1909, it appeared that the Chinese 
government had promised merely to consult with American capitalists if foreign 
capital was needed. The legation at Peking sent to the Secretary of State June 9, 
1909, (For. Rel. U. 8. 1909, p. 154) a “‘ translation of the note on which our rights to 
participate in a foreign loan are based.”” In the note quoted, the Chinese foreign office 
(August 15, 1903) said that it had rejected repeated applications by the British legation 
on behalf of British capitalists, who were told “‘ that if in the future it should appear 
that foreign capital ought to be borrowed . . . when the time came applications could 
be made to the British and American companies. In short when companies of various 
nationalities apply to China for concessions, it must always remain with China to dea) 
with the matter. It is not possible to regard an application not granted as conferring 
any rights.” This claim, which consisted in being told we had no claim, was for six 
years ignored by American capitalists. On two occasions, July 25, 1905, and Septem- 
ber 19, 1905, the British Ambassador in Washington had inquired whether American 
capitalists desired to participate, but no response had come from the capitalists, tho 
publicity was given their repeated inquiry. On October 16, 1905, according to a 
memorandum of the British Foreign Office submitted to Ambassador Reid June 7, 1909, 
“ the British Ambassador at Washington had been directed to inform the United States 
Government that the British group, on the assumption that American capitalists did 
not desire to proceed with the loan, would proceed in conjunction with a French group. 
No objections were raised, and on December 7, 1905, a copy of the Anglo-French agree- 
ment was communicated privately to Mr. Carter of the United States Embassy at 
London, with a letter intimating that the offer to American capital of a share of the loan 
must be understood to have lapsed. No reply appears to have been received to this 
letter. — The negotiations entered upon in 1905 have occupied the attention of the 
legations and the financial groups almost continuously to this date; the fact that these 
negotiations were proceeding has been a matter of common knowledge, and at no period 
has any intimation been received of a desire of American financiers to take part in them."” 


2 London Times, May 21, 1913. 
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evident from the outset. In 1897 certain Belgians 
secured a franchise for a railway between Peking and 
Hankow. Their method consisted in accepting any 
terms offered by the Chinese government, thus exclud- 
ing their rivals by pretended competition, and then by 
diplomatic pressure, with the aid of the Russian and 
French ministers at Peking, forcing the grant, by 
amendment, of terms they were willing to accept.! 
Great Britain by one display of superior force obtained 
from China five railway concessions: 1. Shanghai- 
Nanking; 2. Pukow-Hsin Yang; 3. Shanghai-Hang- 
chow-Ningpo; 4. Canton-Kowloon; 5. The line of the 
Peking Syndicate (the Taokow-Chinghua Railway). 
Great Britain further appropriated a position on the 
Shantung coast having in itself no great economic value 
but only what was called a “ purely moral’’ value, in 


1 “ A foreigner of some experience in such matters recently expressed his conviction 
to the writer that, broadly speaking, to achieve success with China it is sound policy to 
obtain a grant of the right you require in principle and then with the aid of your minister 
in Peking, if necessary, proceed to dictate to the Chinese the conditions on which it is 
to be held.” Kent, Railway Enterprise in China, p. 98. (Note the word “ dictate.”’) 

Similarly Mr. C. D. Jameson: “ Broadly speaking, not any of the syndicates holding 
concessions in China has conformed in letter or spirit to the terms of the agreement 
under which the concession was granted. The existing concessions were obtained by 
pressure brought to bear upon the Chinese government by the government representing 
the nationality of the syndicate, and by money paid to individual officials for their good 
will and influence.” (This with some exceptions.) ‘‘ In every instance, as soon as the 
original concession has been granted in accordance with definite and written agreement 
as to terms, the syndicate has commenced a campaign to have the terms modified, 
always to the betterment of the syndicate and to the detriment of China.” Treaties 
with foreign nations have generally contained the most-favored-nation clause. _ Any 
advantage claimed by one nation is thus claimed by others. C. D. J in Engi 
ing and Mining Journal, quoted in Engineering Magazine, vol. xxx, p. 115. 

“ The only railway loans on contracts in China devoid of political significance are the 
Peking Mukden loan, the Taoching purchase, and the recent contract for the Shasi 
Shing-Ti Fu line.” Far Eastern Review, January, 1915. 


2 The British minister at Peking, on orders from Lord Salisbury, exacted from the 
Tsung Li Yamen a promise to show him the Peking-Hankow contract with the Franco- 
Belgian syndicate before signing it. In making this promise the Chinese officials had, 
of course, no motive but fear, and in thereafter neglecting to observe it, no compunc- 
tions of conscience. Salisbury was, however, indignant when the contract was signed 
without being exhibited to the British minister and demanded not only apologies but 
compensation, directing his representative at Peking to fix the number of days for 
compliance “ after consultation with the admiral.” (Laboulaye, Chemins de Fer de 
Chine, p. 15.) 
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facilitating pressure on China.! The German conces- 
sions in Shantung were extorted by an even franker 
exhibition of military power. The agreement with 
Russia for the Chinese Eastern Railway, in Manchuria, 
was signed (August 29, 1896) not from commercial con- 
siderations, but, if not in fear, at best in gratitude for 
denying to Japan the Liaotung Peninsula, which was 
afterwards appropriated by Russia herself. French 
enterprises in southeastern China have been a sequence 
of French colonial policy in that region, a policy in- 
augurated there as in India in commercial rivalry with 
England, under the auspices of military leaders. The 
right to build a railway into Yiinnan was successfully 
“demanded” to “ equalize” matters, when Great 
Britain and Germany extorted for themselves railway 
concessions and surrender of territory. 

In 1898 the American-China Development Company 
under the leadership of Mr. Calvin 8. Brice obtained a 
concession for the Hankow-Canton railway. This 
agreement was also far from being a strictly commercial 
transaction. The Chinese government gave a prefer- 
ence to the Americans because our nationality was re- 
garded as politically harmless; but this also proved 
disastrous to the Chinese. The American capitalists 
were not, in fact, investors; their object was promoter’s 
profit. The Chinese government bonds received by the 
concessionaires were sold in Europe; enough shares of 
the company to give control were sold to the Belgians, 
notwithstanding an agreement not to sell the property. 
The Chinese government was alarmed at this and 
escaped from its adventure in trustfulness by buying 


1 This incident serves to exhibit the method by which the commercial desires of 
European states are attained in China. British Blue Book, 1899 (ed. 9131, CIX), quot- 
ing the Norddeutsche Zeitung: Wei Hai Wei “ has no hinterland, and it may be said 
that the value of its acquisition is purely a moral one. The principal value of the posi- 
tion is, as the Times rightly points out, the facilities which it affords for exercising an 
influence on China.” 


2 Laboulaye, p. 34. 
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out the American company.' These men had built 
32 miles of railway through level country, besides about 
50 miles of earthwork and surveys of uncertain value. 
They were paid $6,750,000 gold, of which less than one 
half was compensation for actual expenditure, the larger 
part being profits never earned but merely hoped for. 

There is evidence that the restraint upon competition 
“‘ beneficial only to the Chinese ”’ * has in general pro- 
duced the effect of adding to the burden of the Chinese 
nation more than the amount of any saving through 
control by more experienced and, as alleged, more 
honest foreigners. 

(1) Railway construction by the Chinese central 
government * seems on a comparison of costs to have 
been more economical than construction by the foreign 
syndicates.‘ Such a comparison cannot be made with 


1 Kent, chap. 12. American interests acting through Morgan and Company had 
regained control, apparently because of the Chinese complaints. For. Rel. U. S., 1905, 
p. 128. 

? London Times, September 26, 1913, referring to an agreement in 1895 with 
German bankers. 

* Provincial railroad building has been in general very bad, at great expense with 
scant results. 

« The following table gives costs per mile in American gold dollars: 

A. Foreigners in complete control: 


Hankow-Canton (American) .............sseeeeeeeee $ 83,336 
Peking Syndicate line (British) less than ............. 35,000 
Canton-Kowloon (British) construction difficult and ex- 
St hadee wa ke.duhwresheees ewes ccleedesis 250,000 
Shanghai-Nanking (British) .............000eeeeeee: 76,880 
B. Foreign chief engineers under authority of Chinese director general: 
Peking-Hankow (French-Belgian-Russian) ............ 41,380 
Poking-Miuladem (Britigh) ........cccccccccccccccccess 41,800 
Shansi (French-Belgian-Russian)...................6: 105,000 
Kaifeng-Honan (French-Belgian-Russian) ............ 51,000 
C. Chinese in complete control: 
TD eo ccad.onne be ebhhebeens66.06.006b06% 41,000 
Sunning (by provincial government) ...............+. 22,800 
IES 5 2a osc 5 sce cveatstvanetscccstcedcees 32,000 
Nanking City (by provincial government) ............ 24,187 
re icccdeteve dove seesbaekss ices ecccbee 26,000 
NIU ils thd Ds 600505565464 0EbE Scicdbcic 0000s 608 34,000 
Fukien (by provincial government) ................++ 24,000 


These figures are taken in part from the China Yearbook, 1913, in part from the Far 
Eastern Review, April, 1909. They have thus been gathered by competent persons, 
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precision. The foreigners claim that their construction 
has been better. The native built roads, however, seem 
to serve the purpose fairly well. ‘The most conspicuous 
example of success by Chinese railway builders is the 
Kalgan Railway, completed in the face of great engi- 
neering difficulties at moderate expense. This and the 
Sunning line probably represent what may reasonably 
be expected of native railway construction, if allowed to 
develop for a time unhampered. 

(2) In particular instances, Chinese officials have 
found it possible to purchase railway supplies at lower 
prices as an evident result of evading foreign control. 
Thus, the Chinese director-general on the British sec- 
tion of the Tientsin-Pukow road refused to be guided by 
the British chief engineers, and so obtained cars at one- 
half the prices paid for similar cars on the Shanghai 
line.* 

(3) Other capitalists and railway builders equal in 
reputation to those favored by the government of Great 
Britain were for years willing to undertake contracts on 
terms more favorable to the Chinese, but were excluded 
for want of government support. 

Loans to China were not economically advantageous 
to most of the lending nations. It is true that Great 
Britain and probably France could spare capital for 
industrial use in China. But it has been admitted many 
times by spokesmen for German interests that German 
capital could not be spared in large amounts for that 
use.? Mr. Brice’s American syndicate had procured the 
but it is hardly to be expected that the accounts of Chinese railway building on which 


the compilers have had partly to rely have been in all cases carefully or even honestly 
kept and made public. The costs of the Kiangsi and Sunning lines are said to be 
“ estimated.” 

1 “ Never before have bridges and rolling stock been delivered so cheaply.” Far 
Eastern Review, January, 1913. 

2 Dr. Dernburg in a letter to the Berliner Tageblatt; the Ostasiatischer Lloyd, 
October 3, 1913; debates in the Reichstag (Far Eastern Review, August, 1914); the 
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franchise only to sell it. Mr. Conger took pains to claim 
for American capitalists a privilege which they did not 
ask for and which was accepted after five years only 
because Mr. Taft urged this dubious blessing upon 
them. They abandoned the consortium in 1913 with 
no great show of regret. Even the British made no use 
for seven years of the Canton-Kowloon concession 
which the British minister had exacted “ after consulta- 
tion with the admiral.” ! It need hardly be said that 
Japan and Russia could not, on economic grounds, spare 
capital for investment abroad. 


The official groups, national and international, have 
been forced by competition within their own ranks and 
from without to give up the greater part of the field they 
claimed for their own, and in those loans which they 
have succeeded in placing to grant terms strongly in- 
fluenced by competition.? Of the three chief attempts, 
one, the British claim in the Yangtse basin, was fatally 
impaired. A second, the alliance between English, 
American, French and German syndicates for financing 
industrial enterprises, was so unsatisfactory that it was 
abandoned outright. The monopoly of loans for the 
support of government was maintained only by con- 
tinuous struggle and met with frequent defeat. 


Frankfurter Zeitung, quoted by the London Times, October 6, 1913. The German 
government had in fact given back in 1909 the concession for the Kiaochan-Ichoufu 
railway, granted under compulsion in 1898, because ‘‘ German financial circles did not 
show great interest " (Ostasiatischer Lloyd, October 3, 1913). 


1 Kent, pp. 173-74. 


2 Since the year 1907, the prices of railway bonds to the Chinese government have 
been pretty regularly 93 or more, against 90 before that year. In the various loans of the 
British and Chinese corporation the differences between the prices to the public and to 
the Chinese government had been, respectively, 7 and 7 before 1907, and 53, 7, 6, 5, and 
4 since that year. (Prices in China Yearbook, 1913, p. 334.) By the contracts for rail- 
way loans growing out of the German competition about 1907, the Chinese government 
retained control over the chief engineers and the purchase of supplies. The independ- 
ence of China in this matter has since been maintained. 
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The British government has admitted that it has no 
“ special title ” in the Yangtse basin.1 Even the other 
nationalities which formally recognized the British claim 
found ways to evade it. Germany encroached upon 
the British sphere in the Hankow-Canton system men- 
tioned above. But it was an alliance nominally Belgian, 
including also French (perhaps also Russian) capital 
and diplomatic power, that contributed most to the 
defeat of the British as railway builders in the Yangtse. 
A syndicate known as the Compagnie Générale de 
Chemins de Fer et de Tramways en Chine, secured 
contracts for two railways having a total length of 
about 2,000 miles—not far from one-third of the 
railway mileage of China. Both of these lines were to 
lie partly in Shansi, which Great Britain had also 
marked for her own. One, known from the territory 
traversed as the Lung-Tsing-u-Hai Railway, was to 
extend from the northwest to the middle east of China.* 
The second was to reach from Tung Kwan, a point on 
the Lung-Tsing-u-Hai route in southwestern Shansi, 
northeastwardly, with an option on an extension south- 
ward to Chengtu, the capital of the upper Yangtse 
province of Szechuen. The alleged participation of 
Russians in these transactions would be a violation of 
the Russo-British agreement of 1899, while French 
houses appeared in the syndicate in defiance of the 
assumption that France would be represented only 
through the official group.’ 


1 Sir Edward Grey in Parliament: ‘“‘ We have not got any special title to the 
Yangtee except that we have already got vested British railway interests in that region 
and we hold that we have the right to direct railways in such districts and that new rail- 
way concessions ought to be British concessions.”” London Times, July 11, 1914. 

2 Far Eastern Review, January and April, 1913. According to the contract, signed 
in October, 1912, this line was to extend to Haichow, about 150 miles north of the 
Yangtse, including certain stretches of railway already built. The eastern terminus 
was later quietly changed to Tungchow, at the mouth of the river. On a protest from 
the British government the syndicate was directed by the Chinese government to make 
use of the terminus at first designated. The loan was £10,000,000. 

§ This syndicate had included the Russo-Chinese (now the Russo-Asiatic) bank, 
and La Société Russo-Frangaise de Chemins de Fer et de Tramways, but it was 
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From the very beginning of the Chinese Republic, in 
1912, the effort to monopolize administrative loans was 
a struggle of uncertain outcome. President Yuan never 
recognized the official groups as having any exclusive 
claim. He borrowed, or attempted to borrow, from 
a Belgian-English-French-Russian syndicate (appar- 
ently affiliated with the Belgian Railway Syndicate), 
from the Banque Industrielle de Chine, of singularly 
mixed nationality, from the British independent syndi- 
cate represented by Mr. Crisp, and from Arnhold Kar- 
berg & Co., representing Austrians and Germans. 

The Anglo-Belgian syndicate appeared early in 1912 
as a bold and hopeful rival of the official syndicate. 
From the official consortium President Yuan made 
emergency loans, and to them, March 9, 1912, he 
promised a firm option on the comprehensive loan for a 
general reorganization of the government, “ providing 
the terms were equally advantageous with those other- 
wise obtainable.” But six days later he negotiated with 
the Belgian or Anglo-Belgian syndicate! a loan of 
£1,000,000, promising them also a preference for further 
loans up to a total of £10,000,000 “‘ provided the 
terms offered are equally advantageous to those. offered 
by other parties.” The activity of the Belgians: calls 
attention to a grave defect in the planning of a monop- 
oly which failed to include such powerful competitors. 
Lending by the French and British houses was, of 
course, a defiance offered to the official groups of those 
two countries. Repeated protests by the ministers of 
the four nations induced the Chinese government to 
cancel the Belgian loan, except as to the advances al- 


alleged that the Russian elements had withdrawn. Far Eastern Review, August, 
1913, p. 93. 

1 This syndicate included the Russo-Asiatic Bank, Messrs. Spitzer and Company 
of Paris and other French banks, and three Belgian companies (La Société générale de 
Belgique, La Banque Sino-Belge and La Société Belge de Chemins de Fer en Chine). 
China Yearbook, 1913, p. 350. 
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ready made, amounting to £1,250,000.! This imperfect 
victory of the international group appears to have been 
secured through their diplomatic rather than their 
economic power. 

In January and April, 1912, a group represented by 
Arnhold Karberg & Co., including not only Austrians, 
who were outside the official groups, but Germans, 
whose nationality was supposed already to be repre- 
sented exclusively by the Deutsch-Asiatische Bank, 
negotiated two loans on terms burdensome to China. 
The amounts were respectively £2,000,000 and £1,200,- 
000, but it was stipulated that the Chinese navy should 
purchase 12 torpedo boats at £66,150 each from the 
Stabilimento Tecnico of Triest and six destroyers at 
£145,057 from the Vulcan Shipbuilding Works of 
Stettin. After these purchases the remaining sum, less 
a discount of 8 per cent, was to be paid to the Chinese 
treasury. It is difficult to determine how far the real 
serviceability of these vessels may have been a motive 
in these transactions.? This was one of a series of pur- 
chases of war material by the centrs! > provincial gov- 
ernments, in which the essential bu! disguised purpose 
appears to have been to get money for use at discretion. 
The sum of 6,000,000 marks, for example, was borrowed 
of Krupp’s agent at 7 per cent by the Chekiang pro- 
vincial officials, who received one-third of this in guns, 
two-thirds in cash.* : 

The Banque Industrielle loan of 150,000,000 francs at 
5 per cent interest, price to China 94.25, was ostensibly 
an industrial loan, the proceeds being formally assigned 
to the construction of harbor works at Pukow on the 


1 China Yearbook, 1913, p. 354. 


2 The rate of interest was 6 per cent and the commission 8 per cent, both compara- 
tively high. The debt was £3,200,000, to be repaid in instalments ending with 1917; 
; the cash realized was £1,413,000. North China Herald, May 24, 1913. 


* China Yearbook, 1913, pp. 337 and 356. 
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Yangtse and waterworks and electric lights at Peking.' 
It was, however, improbable that the money would ever 
be applied to these uses. Such franchises at Peking 
were already held by other persons. The money was 
apparently to be available for use by the Chinese gov- 
ernment, at its own discretion, with the connivance of 
the bank. The security assigned to the loan (wharfage 
dues and other receipts at Pukow, certain revenues at 
Peking, and the alcohol taxes of certain provinces) had 
no appreciable value as security. Wharfage dues at 
Pukow could be imposed only with the consent of more 
than a dozen governments. The other revenues pledged 
appear to be very scant.? The loan was thus in effect 
an unsecured loan for purposes not in a real sense speci- 
fied. In its form at least it was an encroachment, like 
the Belgian railway loans, on the British Yangtse 
sphere; in its more probable purpose an encroachment, 
like the Austrian loan, on the quintuple consortium’s 
claim to monopoly of government loans. The Banque 
Industrielle was a French corporation, but back of it 
stood the Peking Syndicate, a British incorporation. 
The promoters of the Banque Industrielle were two 
directors of the Peking Syndicate, and shareholders of 
the Peking Syndicate held 40,000 of the Banque In- 
dustrielle’s 87,000 shares, 29,000 shares being allotted 
to the Chinese government. The Peking Syndicate, 
however, tho registered in England, was in large part 
owned in France. Thus the British Yangtse claim was 
assailed by a rivalry ostensibly French but in fact 
partly British, while the consortium’s claim as to gov- 
ernmental loans here faced competition from French, 
British and Chinese. 


1 London Times, March 26, 1914. Ostasiatischer Lloyd, October 2, 1914. 


2 Letters in London Times, April 7, May 26, et seq. 1914. One of these letters, from 
the Banque Industrielle, answers these criticisms as to the purposes and security of the 
loans so feebly as to concede them. 
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A few weeks earlier, a group including several of the 
great London banks! tested to the utmost the British 
government’s power to control the employment of 
British capital abroad. On August 30, a contract was 
signed by the Chinese minister at London and C. Burch 
Crisp & Co., representing this group, for a loan of 
£10,000,000 in gold at 5 per cent, with no provision for 
foreign control over Chinese financial administration, 
so long as all obligations were met. The salt revenue 
was pledged; in case of default the salt administration, 
or enough of it to meet the defaulted obligation, was 
to be placed under foreign supervision by being trans- 
ferred to the Maritime Customs. The Chinese gov- 
ernment alleged that the salt revenue was 47,510,000 
Kuping taels (about two-thirds as many gold dol- 
lars); of this 24,000,000 was already hypothecated. 
The price to the Chinese government was 89. The pro- 
ceeds were to be employed “ to provide capital for the 
repayment of existing loans, and for the reorganization 
of the government and for productive works.” 

A loan like this, which the British government dis- 
approved, and which the chief continental bourses, 
acting under government influence or control, would not 
recognize, was doomed to failure, even tho substantial 
British banking houses regarded it as otherwise safe. 
The public subscribed for about 40 per cent of £5,000,- 
000 offered in London, September 27-30, at 95; the 
underwriters took the rest at a discount, it was rumored, 
of one-half per cent.? It is to be noted that the con- 
sortium was able to defeat the Anglo-Belgian and Crisp 
loans offered on favorable terms by lenders in good 


1 The Chartered Bank of India, Australia and China, the Capital and Counties 
Bank, the London and Southwestern Bank, Lioyd’s Bank. A preliminary agreement 
with the Jackson International Syndicate, July 12, 1912, had been transferred to this 
group. See text of the contract, Far Eastern Review, October, 1912; China Yearbook, 
1913, p. 360; North China Herald, November 2, 1912. 


2 Far Eastern Review, October, 1912, p. 201. 
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standing; but the burdensome Arnhold-Karberg loan 
and the surreptitious Banque Industrielle loan it did 
not prevent. Other loans at high rates of interest were 
carried through, especially with agents of gun makers. 
But still other desirable loans were abandoned at the 
demand of the British government. 

After the withdrawal of the American group in 
March, 1913, since our government refused to request 
their continuing to represent this nation, the remaining 
five national syndicates, on April 26, 1913, concluded a 
loan contract ! for £25,000,000 at 5 per cent. This con- 
tract gave to the lenders a share in the salt administra- 
tion, decidedly less than that formerly demanded.? The 
chief inspectorate, subject to the Chinese Minister of 
Finance, was to include a foreign associate, as well as a 
Chinese inspector-general, and likewise in each salt 
district a Chinese and a foreign district inspector. 

The national and international organizations for 
effecting monopoly had thus been by no means uni- 
formly successful in either class of loans. Even some of 
the chief agents in maintaining this policy did not con- 
ceal their repugnance to it. It was reduced to absurdity 
when Belgian capitalists, very active and successful in 
securing railway loans, were not included, and when 
further there had been a general failure of the European 
powers to restrain their subjects from competing. 
Great Britain’s adherence was evidently a sacrifice of 


1 Far Eastern Review, February, March and May, 1913. 


2 In 1912, according to the Far Eastern Review, the bankers had asked that the salt 
taxes to be hypothecated for the service of this loan should be administered either by the 
existing Maritime Cust or ization, or by a separate service, similar to the Cus- 
toms, under foreign direction. 


* Sir Edward Grey, in Parliament: ‘‘ I would much rather that railway concessions 
were given with the good will of the countries from which they are obtained.” (London 
Times, July 11, 1914.) The German Secretary for Foreign Affairs told Ambassador 
Hill in 1909 that the German government had not used its influence to obtain loans for 
German bankers (guns were not “ influence "’) and Mr. Hill answered that this would 
be a good plan if all did likewise. (For. Rel. U. 8., 1909.) 
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British economic interests; even a successful monopoly 
would have constituted, for the chief capitalist nation, 
that sacrifice of the strong competitor which is a general 
incident to monopoly, whether pool, trust, or trade 
union. In this case the strong competitor was re- 
strained; citizens of the states relatively weak as 
lenders, especially Russia and Japan, and states outside 
of the monopolist circle, not only profited by the self 
restraint of their chief rival but used that rival’s very 
strength, her capital, for her defeat, both political and 
commercial.! 

British interests, therefore, experienced a sense of 
relief in September, 1913, when the agreements as to 
industrial loans were annulled.*? Soon thereafter the 
British government announced a willingness to support 
any responsible British citizens in obtaining contracts 
for industrial enterprises in China. As a result of these 
two changes, the capital of the chief lending nation of 
the world was now available to the Chinese for indus- 
trial enterprise on competitive terms. These changes 
affected only industrial loans. The five power con- 
sortium for administrative loans continued, but here 
also the complaint of monopoly in England had com- 
pelled the British government to include in addition to 


1 In the case of the five power loan of April, 1913, it was understood that each 
nationality would take £5,000,000, but Japan had nothing to lend, so the division was as 
follows: England, £7,416,680; France, £7,416,680; Germany, £6,000,000; Russia, 
£2,777,773; Belgians, £1,388,887. Ostasiatischer Lloyd, October 3, 1913. 

2 The futility of the official system as to industrial loans was summarized thus by the 
London Times (September 26, 1913): ‘‘ The whole theory of a ringed fence in China’s 
finance has of late broken down. . . . These things [the Austrian, and Belgian loans, 
etc.] show that the five power group has been working upon assumptions which do not 
take sufficiently into account the inner methods of metropolitan finance... . It has 
not prevented borrowing outside the i inary ring fence, while on the other hand it has 
sometimes proved inimical to enterprises which were both honest and sound. The half 
monopoly has chiefly facilitated the success of external schemes which have sometimes 
been of very dubious character. ... There is no reason why the five power group 
should not continue to exist for the purpose of supplying, under due safeguards, the 
larger financial needs of China,” but it ‘‘ cannot continue to claim an impossible monop- 
oly of Chinese industrial and railway loans. British firms are warned off, while syndi- 
cates from other countries are free to grant what terms they like.” 
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the Hong Kong and Shanghai Bank for the reorganiza- 
tion loan of 1913, four other banks — Barings, London 
County and Westminster Bank, Paris Bank, and J. 
Henry Schroeder & Co.' 

Since the international agreement as to railway _— 
was abandoned, and with it the British government’s 
exclusive support of one group, China has again prof- 
ited by her growing freedom as a borrower. The 
British and Chinese Corporation negotiated a loan of 
£8,000,000 at 5 per cent for a line from Nanking south- 
west by Nanchang to Ping Hsiang (600 miles). The 
price to the Chinese government was fixed at 4 per cent 
less than the price to the public. Construction and 
control are vested entirely in the Chinese government.? 
Even more significant is a contract by which Pauling & 
Company of London undertook the financing and con- 
struction of a line from a point on the middle Yangtse 
opposite Shasi, southwest through Changsha to Hsing-yi 
in Kweichow province. This firm, said to be “‘ the most 
experienced and capable railway builders in the world,” 
had been ready in the days of the monopoly to build 
railways more cheaply by one-fourth to one-third than 
the British and Chinese corporation. They now agreed 
to provide £10,000,000 at 5 per cent; to submit for 
approval by the Chinese officials specifications and costs 
of each section, and to accept, for their services as 
builders, a commission amounting to less than 8 per 
cent.? This plan is doubly advantageous. It is cheap, 
for in the construction of the Philippine railways our 
government allowed the contractors a commission of 15 


1 China Yearbook, 1913, p. 365. 
2 By this contract the British chief engineer was to be appointed by the Chinese 
authorities and subject to their orders. British goods were to have a preference, unless 
the Chinese officials, on calling for tenders abroad, should find it more economical to 
purchase elsewhere. Far Eastern Review, July, 1914, p. 49. Ostasiatischer Lloyd, 
April 3, 1914; January 8, 1915. 
3 Ibid., January 8, 1915. Far Eastern Review, July, 1914. 
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per cent, and 10 per cent has been granted by the 
British government for similar work in India.'’ In 
addition, it avoids impugning the honesty or capacity 
of Chinese officials, since the persons who furnish the 
capital themselves employ it. 

The policy of exclusive preference to certain financial 
groups and participation in this policy by the United 
States, has been defended for the following reasons: ? 

1. The official banks were houses of high character, 
great prestige, and established business connection, able 
to place the bonds to advantage, and sure to treat the 
Chinese with an enlightened liberality and moderation 
not to be expected of the “ adventurous and sometimes 
extortionate free lances of high finance”” whom the 
several governments excluded. 

2. Foreign control of Chinese financial administra- 
tion was necessary in order to safeguard the interest of 
investors or even to induce capitalists to buy the 
Chinese bonds. 

3. Promiscuous borrowing and use of funds borrowed 
by the Chinese might result in default, perhaps seizure 
of Chinese territory by foreign lenders. 

4. Mr. Taft and Secretary Knox desired participation 
by American bankers and the American government in 
order that our economic interest might give this nation 
@ voice in international councils as to Chinese fortunes, 
so that we could restrain other powers less well disposed 
toward China — thus sparing the hare by hunting with 
the hounds. 

If these were the purposes of the international con- 
sortium it has lamentably failed of its object. 


1 Far Eastern Review, loc. cit. 

2 Mr. Taft’s message of December 7, 1909; Mr. Huntington Wilson’s letter of resig- 
nation as Assistant Secretary of State, March 19, 1913; the statement of the American 
Banking group on withdrawing from the international consortium. All but the first of 
these are in the Journal of the American Asiatic Association, April, 1913, with comments. 
and other quotations. 
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The attempt at monopoly was never thoroughly 
effective; indeed, the official groups so conducted their 
deliberations that Chinese officials were almost com- 
pelled to look elsewhere for money. When China’s very 
life as a nation was imperiled by the need of financial 
relief, the international syndicate added to the peril by 
repeated delays and by demands repugnant to China’s 
national pride, which Chinese officials obedient to pub- 
lic sentiment would make great sacrifices to avoid. We 
find the syndicate wrangling over the distribution of 
jobs in the supervisory system,' and urging claims 
clearly extortionate, or evidently hostile to China.? 

The rival lenders whom the official groups wished to 
exclude were of two classes — not only “ the adven- 
turous and extortionate free lances of high finance,” but 
also banking houses not inferior to the official banks 
in character and repute. Reputable underwriters and 
careful investors were precisely those most likely to be 
restrained by the evil advertisement of government 
condemnation. Opportunities for borrowing on reason- 
able terms from reputable outside groups were thus shut 
off in the interest of the official groups who themselves 
for months failed to give relief. 


If the monopoly system is to be justified, it must be 
as a necessary agency for supervising and controlling 


1 The Chinese finance minister complained that ‘‘ when the loan agreement had 
practically been concluded, the six governments unexpectedly (so far as China was con- 
cerned) raised the question of the advisers.’’ At this time China was unable to meet the 
bills for advances by the consortium. London Times, February 28, 1913. Germany 
objected to a “ slate”’ which assigned a British adviser to the salt administration, a 
German to the loan department (London Times, February 15, 1913). France objected 
at one time to the appointment of a Dane, because no Danish money was involved; she 
objected to a German for the opposite reason, because German capital was invested. 
Far Eastern Review, May, 1913, p. 528. 

2 It was proposed that China pledge herself to pay for damages incurred by foreign 
business men during the revolution; this claim apparently included losses of profit 
which might have accrued but for the civil war. Russia made her excessive Boxer 
indemnities a claim to special consideration in the appointment of advisers under the 
loan contract. Russia and Japan objected to loans for the industrial development of 
Manchuria. Ibid., China Yearbook, 1913. 
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Chinese finance. The whole question hinges on the need 
of this supervision as a means of maintaining China’s 
solvency. That is a question of opinion, and the pre- 
ponderance of competent opinion, Chinese and foreign, 
condemns the restrictive system. China does not be- 
long to the child races; no foreigner who knows the 
Chinese pretends that we are their superiors in intellect. 
In this matter the Chinese officials had every advantage 
in knowledge of the facts which vitally affected their 
nation, and were under no suspicion of defect, either in 
inclination or ability, to reach a wise conclusion. They 
took just account of popular feeling; the foreigners 
proceeded as if China was devoid of national pride. 
National sentiment, even in China, is no less substantial 
a fact of public finance than national revenue. 

Even the foreign official opinion which maintained 
the system of supervision, is clearly open to suspicion. 
It must be understood that the restraints upon China’s 
fiscal system extend far beyond the salt revenue. With 
an eye to his own advantage, the foreigner has denied 
her, under old treaties, the right to increase duties in 
foreign trade. If import duties were increased only so 
much that they would yield 5 per cent on the value of 
goods imported, this would give (according to Sir Robert 
Bredon’s estimate) an added revenue of 7,000,000 taels 
— nearly half enough to meet all claims against the salt 
revenue on account of foreign loans.! The foreigner, in 
order to make sure that China’s revenue is sufficient to 
pay her debts, is willing to sacrifice her independence, 
to embarrass her rulers and risk civil war; but he will 
not sacrifice for this purpose an advantage to his own 
traders. An increase of duties to a level much below 
that common in European countries might possibly free 


1 The loan service secured by the salt revenue was 16,250,000 taels. Far Eastern 
Review, May, 1914. 
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the Chinese government permanently from the poverty 
which is its chief embarrassment. This restraint on 
China’s import taxation is alone enough to demonstrate 
the moral incompetence of the powers to act as China’s 
guardians and the small value of their opinion as to 
China’s need of that guardianship. 

The restrictive system as a means of maintaining 
China’s solvency and territorial integrity is not only 
condemned by the preponderance of competent opinion, 
Chinese and foreign, but the understanding between 
syndicates and bankers was of such a character that it 
might almost have seemed calculated to bring about 
the subjection of China to foreigners by force of arms. 
For the collection of the debt the creditors relied upon 
an ultimate resort to armed force. An armed move- 
ment against China might have followed even a tem- 
porary default, whenever such a movement seemed 
proper to Russia, Japan and the rest, under the con- 
ceptions of international ethics, now prevailing in the 
world. By withdrawing from the financial concert of 
nations, our government reserves a right of protest, 
which, by continuing in that concert, we should cer- 
tainly have surrendered. 

Nor can the policy which President Wilson abandoned 
find any better justification as a device for securing 
commercial opportunities for Americans. There is at 
least as much reason for anticipating precisely the 
opposite effect. Great Britain, as we have noticed, 
ultimately abandoned the international monopoly as 
fatal to her commercial interests. Belgian capitalists 
had already been highly successful in receiving Chinese 
loan contracts precisely because they were not members 
of the official alliance. Coercion through international 
monopoly had proven less serviceable than reliance upon 
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the customer’s free will. Our course in seeking to aid 
American investors in China was therefore plain. 

In conclusion, the national and international complex 
of monopoly in loans to China has, to the degree of its 
power, added to the costliness of railway construction 
and added to the expensiveness of loans for adminis- 
trative use; it has driven from the market lenders in 
good standing and brought about borrowing from other 
lenders on usurious terms. It has created conditions 
dangerous to China’s political integrity. It has, how- 
ever, been checked and almost destroyed by the play 
of economic self-interest manifested in normal fashion 
through competition, which the power of governments 
and agreements between bankers have not been able to 
restrain. 

II 


FINANCIAL PrRoGRESS OF CHINA UNDER THE 
New Récrmve 


The immemorial uncertainty and confusion of Chinese 
finance were further confounded by the revolution, 
which caused an extreme decrease in revenue and a 
considerable increase in demands upon the public 
treasury. The land tax was formally remitted by Presi- 
dent Yuan at his accession in January, 1912,' probably 
in deference to an ancient custom which suspended pay- 
ment on this account for a year at a change of dynasty. 
Until the close of 1912 there was no effort at systematic 
collection of taxes.?_ The provinces generally remitted 
nothing, total receipts at Peking from collections by the 
provincial governments falling to less than 40 per cent 
of the 50,000,000 taels which they ordinarily sent to 
Peking before the revolution. 


1 Peking despatch to Ostasiatischer Lloyd, March 13, 1913. 
2 London Times, January 17, 1913. 
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The national assembly (Tsu Cheng Yuan) adopted 
for 1911 a budget of 301,910,296 Kuping taels income, 
and expenditure 298,448,365 taels.' But Prime Minis- 
ter Tang’s budget in March, 1912, calculated a deficit 
of 200,000,000 taels and this was only half the shortage 
estimated by the.Finance Minister in October.? Yet 
the national assembly was able to persuade itself in 
preparing a budget for 1912 that there would be only a 
trivial deficit. There was in fact no sure basis for budget 
making, no precise knowledge of actual revenue in 
previous years,*? and no means of anticipating the effect 
of new conditions upon the fiscal balance. The budget 
for 1913, the second year of the republic, showed an 
increasing deficit — about $300,000,000 Chinese silver 4 
(roughly about $130,000,000 U. S. gold), considerably 
more than the great loan then contemplated. When 
the first half of the year had passed, an official estimate 
put the expenditure for that half-year at $168,823,452 
and receipts at less than one-third as much, $51,336,880.5 
It was this desperate situation which the government 
sought to remedy by loans, and even the five-power 
loan of May, 1913, resulting in a debt of £25,000,000 
aud yielding £21,000,000, was half absorbed by debts 
already urgent. It was typical of the prevailing confu- 
sion that in the last-mentioned estimate certain items 
of revenue like railway receipts were omitted, and 
charges against the provinces not proper to a national 
budget were included; also the statement of expendi- 
tures included sums which were known not to have been 
spent at all. In September, 1913, a representative of 


1 China Yearbook, 1913, pp. 307-08. 2 North China Herald, July 5, 1913. 

* After the first budget was adopted by the first national assembly, a committee 
accidentally stumbled upon 50,000,000 taels which had been overlooked. North 
China Herald. 

* Ibid., January 11, 1913. Dollars are Chinese silver. Gold is specified. 
5 Peking Daily News, quoted by the Far Eastern Review, July, 1913. 
* North China Herald, July 5, 1913. 
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the government reported to a conference at Peking,’ 
representing the provinces, that the salt revenue might 
be about $15,000,000,. instead of a normal $70,000,000, 
stamp taxes $980,000, miscellaneous taxes, $4,350,000, 
fees for general registration of land-titles * $3,630,000; 
but none of these could be counted on with confidence. 
Nearly 51 per cent of total receipts was procured by 
borrowing or deferring payment; debt payment likewise 
constituted the largest single share of expenditure on 
foreign loans currently $157,000,000; foreign debt 
overdue more than $103,000,000; besides more than 
$38,550,000 on which payment was defaulted. The 
provinces, sending little, were generally asking for help 
from Peking. As to domestic loans the government 
spokesman at the Peking conference mentioned above 
confessed that “in our country the government has 
never enjoyed great confidence in the business com- 
munity, and further, in the last few years, as also under 
the Manchu dynasty, there have been mistakes which 
may well prove fatal to confidence.” The situation was 
aggravated by a great quantity of depreciated provincial 
paper money. In this base medium the provincial 
governments remitted their scant contribution.’ As 
guardian of the nation’s welfare the Peking govern- 
ment could not avoid a general responsibility for 
redeeming this paper. A formidable rebellion in 1913 
and warfare with robbers caused heavy expense. At 
the beginning of 1914, it was impossible, for want of 
funds, to pay official salaries; and somewhat later Sir 
Richard Dane, of the salt administration, estimated 
that the revenue from that source would not be suffi- 
cient for any additional loans. 

1 Ostasiatischer Lloyd, September 26, 1913. 

2 This could be realized only once. 

+ In Kwangtung these notes depreciated 30 per cent or 40 per cent and were main- 


tained at that only by tyrannical proclamations on the part of the authorities. London 
Times, January 1, 1914. 
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By the end of May, 1914, it was recognized that the 
whole aspe¢t of things had begun to change. Tho the 
customs revenue had fallen off, the government an- 
nounced considerable remittances from the provinces.! 
The revolutionists were less active. ‘“‘ White Wolf,” 
most formidable of the bandits, had been checked in his 
advance to Szechuan.? The salt revenue exceeded the 
claims against it for debt payment. On May 22, the 
Times Peking correspondent reported that the Chinese 
were so far encouraged that they hoped that only a 
relatively small additional loan of $7,500,000 would be 
needed. These were, however, merely foreshadowings. 
The European war reduced railway receipts for the 
second half of 1914 by 20 per cent * (about $4,500,000) 
as compared with 1913, and maritime customs by 5,000,- 
000 taels. Further expenditure necessary to maintain 
China’s neutrality amounted in less than two months 
to more than $500,000.‘ The unfavorable rate of ex- 
change for silver in comparison with gold added to the 
burden of foreign debt payable in gold with revenue 
accruing in silver.’ Yet, in contrast with the recent 
frightful deficits, receipts at the close of 1914 were 
reported at $170,000,000 and expenditures at $168,- 
880,000 — leaving a slight surplus on deposit in the 
national bank.* This calculation, it will be seen, was 
not fully justified, tho it is not an unfair reflection of the 
course of events. 

It must be remembered that the political entity on 
which China had been forced to rely in dealing with 


1 The treasury announced receipts for July amounting to $13,989,583, 874,242 
taels, and 696 strings of cash. The medley of monetary units is significant. 

2 London Times, June 27, 1914. 

* Far Eastern Review, February, 1915. 

« Ostasiatischer Lloyd, October 2, 1914. 

5 The exchange value of the tael averaged 124 per cent less in 1914 than in 1913. 
Journal of the American Asiatic Association, March, 1915. 
* Peking Jih-Pao, quoted by Ostasiatischer Lloyd, January 8, 1915. 
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financial difficulties could hardly be called a state. 
China had been through indefinite ages ant amorphous 
aggregate of a million clans, lacking cohesion, lacking 
clear-cut definition of organic parts and functions, lack- 
ing any vigorous common control. The imperial 
authority was never sure of obedience. An edict was 
hardly more than a challenge which might be ignored 
by a strong viceroy or defied by a village mob. The 
delimitation was quite uncertain between the revenue 
due to Peking and to the provincial governments, 
between the public revenue and official perquisites. 
The difficulty of restoring a favorable balance between 
income and expenditures was vastly augmented by the 
need of swiftly reshaping and strengthening the ancient 
system, making of this political raw material a mechan- 
isin like the fiscal systems of foreign states. Financial 
reform was necessitated by the rapacity of those states, 
through the burden of indemnities and through military 
expenditures for defense against them. Their intruding 
presence, however, also gave to the Chinese government 
the power of imitating their more effective financial 
system, and this in two ways: by the aid of loans which 
consolidated the power of the government at Peking, 
and by the hate and fear which stimulated a rapid 
growth of national feeling. The mere inconvenience of 
dealing with a score of governments had, through the 
half-century since loans to China began, inclined foreign 
capitalists to prefer lending to the central rather than 
the provincial governments. The great loan of May, 
1913, enabled the president to defeat the states-rights 
party which rose in rebellion during that summer. The 
national spirit, long gathering force in resentment at 
foreign outrage and insult, received its last great 
impulse when Japan compelled Yuan’s government to 
sign the treaty of April, 1915. A foreign editor at 
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Shanghai overstated what was nevertheless one of the 
chief events in the whole history of China, by declaring 
of this humiliating agreement and its effect on China’s 
national spirit that “ the barriers between the eighteen 
provinces have at last fallen.” It is substantially sig- 
nificant as well as curiously interesting that Dr. Chen 
Chin Tao wrote an article during these recent years of 
reorganization, recalling the history of the United 
States in the similar period and referring with approval 
to the writings and policy of Alexander Hamilton. The 
political reorganization has proceeded somewhat in 
accordance with the Hamilton principles. 

The new government declared its right to control of 
the chief agencies of internal commerce. In May, 1911, 
an imperial edict nationalizing the railways had met 
with a resistance so vigorous as to precipitate the long- 
impending revolution and overthrow of the Manchu 
dynasty. But in 1915 a similar announcement by the 
ministry of communications was little noticed. As to 
finance, the provincial governments have yielded their 
earlier claims against the “salt gabelle” and that 
system is now for the first time managed by officials 
responsible to the ministry of finance, and not to the 
provincial authorities.2 Another feature of the new 
nationalism is an attempt to bring under systematic 
control the multitude of unregulated and irresponsible 
banks, which have constituted one of the chief obstacles 
to the proper development of business. Early in 1915 
most banks had obeyed an order requiring semi-annual 


1 Ostasiatischer Lloyd, June 4, 1915. The feebleness of the imperial government as 
against the provincial had often been clearly manifested, if less impressively. Thus, in 
the case of the Shanghai Hangchow Ningpo Railway (London Times, March 28, 1910) 
the provincial railway bureau proceeded with the work of construction in defiance of a 
treaty between the British concessionaires and the Peking government, which practically 
admitted its defeat. 


2 Interview with Financial Commissioner Chang. London Times, February 11, 
1913. See also description of the new system below, pp. 771-4. 
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reports to the ministry of finance showing assets and 
results of their operations with a concise balance sheet 
of income and expenditure.' Late in 1915, the ministry 
promulgated rules forbidding the unauthorized issuance 
by banks or large mercantile firms of notes bearing no 
date of payment, requiring those who already have 
issued such notes to recall them within three months 
and meanwhile to cover them with 50 per cent of cash 
and 50 per cent the bonds of government or large 
business houses.? In order to safeguard the public credit 
the government has assumed a heavy burden in redeem- 
ing large amounts of provincial paper money.’ At 
Canton the paper dollar was worth only thirty-four 
cents until the government redeemed, at fifty, notes to 
the amount of $31,000,000. In Szechuan the notes were 
accepted in payment of the salt tax and burned in 
amounts so great that the remaining notes advanced to 
par. The revolutionary government at Nanking had 
offered to the public, January 25, 1912, $10,000,000 of 
8 per cent bonds which were taken by various persons, 
in a spirit of patriotism rather than investment, to the 
extent apparently of less than $6,000,000. These bonds 
began at once to depreciate and in August of the same 
year fell to 50 per cent. On February 20, 1915, at a 
public drawing in Peking, one-fifth of these bonds 
($1,153,528) were redeemed. This contrasted strongly 
with the failure of the imperial government to redeem 
a domestic loan.‘ 

It has frequently been observed that Chinese depend- 
ence upon foreign capitalists has resulted in large part 

1 North China Herald, September 11, 1915. Far Eastern Review, February, 1915. 

2 North China Herald, December 4, 1915. It does not appear that this regulation 
has been thoroughly successful. 

3 “ The issue of paper money has now been brought under control.”” Report on 


Foreign Trade, Maritime Customs, 1914. According to the Times, January 16, 1914, 
the paper money in the provinces exceeded $129,000,000. 


* China Yearbook, 1913, p. 328. Far Eastern Review, February, 1915. 
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from a lack of popular confidence in government, that 
there is perhaps wealth enough in China to supply the 
needs of the state. The Chinese government had more 
than once looked for relief to those rich but unattain- 
able reservoirs... A government which had been able 
to maintain its solvency only by foreign loans was 
suddenly, with the outbreak of war in Europe, deprived 
even of that perilous recourse, and forced to renew the 
appeal to its own citizens just at a moment when the 
growing national spirit was ready to meet such an 
appeal. Two internal loans have been placed success- 
fully. In 1914 subscriptions to the sum of $16,000,000 
were called for. This amount was later increased to 
$24,000,000 and this total was oversubscribed. The 
issue price was 88, interest 6 per cent, redemption to 
continue from the fourth year, part of the annual 
surplus of the Peking Hankow railway being pledged 
for this purpose. The bonds were issued in amounts as 
low as $5.00 and were to be receivable in payment of 
taxes.2. The administration of the loan was placed in 
the hands of a bureau of fifteen men, representing the 
ministries of finance and communications, the govern- 
ment banks, the Franco-Chinese bank, the maritime 
customs, private banks in good standing and the largest 
subscriber to the loan. Subscriptions for a second 
domestic loan of $24,000,000 at 90, interest 6 per cent, 
payable in six yearly instalments, beginning with the 
third year after issue, were opened April 12, 1915.° 
The Hong Kong and Shanghai Banking Corporation 
had been asked to assist the Bank of China and the 
Bank of Communications in making the new issue. 
1 In 1896 an offer to the Chinese public of 100,000,000 tacls had realized only 
4,000,000 taels. Ostasiatischer Lloyd, July, 1914. 
2 Far Eastern Review, September, 1914. Ostasiatischer Lloyd, August 14, 1914. 
* Far Eastern Review, April, 1915, gives text of prospectus and regulations. 
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The ministry of finance was to raise the full amount 
of $1,440,000 (one year’s interest) and hand it to the 
Inspector General of Customs to be deposited in the 
two state banks as a guarantee for interest. As a 
further security the ministry of finance was to transfer 
every month to the Inspector General of Customs 
$120,000 which the Inspector General would then de- 
posit in those banks for payment of interest as it fell 
due. The participation of the foreign bank and the 
foreign Inspector General and the elaborate provision 
for interest payment showed a consciousness on the 
part of the Chinese government that the public confi- 
dence was still not to be counted on with entire assur- 
ance. Bonds were issued in denominations from $5.00 
to $10,000. The loan was quickly oversubscribed by 
about $1,000,000." 

These loans appear to have been obtained with some 
degree of official pressure in some places. In Fakumen 
$8,000 had been allotted to the district, tho official 
urging there did not “amount to compulsion.” ? 
“Most of the subscriptions were made by Chinese 
capitalists, perhaps here and there with a hint from the 
officials, who perhaps were ambitious to make a good 
showing for their districts, and may at times have 
exceeded their duty. . . . In eastern Shantung, where 
dwells only a poor population, the securities were forced 
upon the peasants. The local official inquiring through 
the police hunted up the fairly well-to-do and wrote 
them notice of the amounts they must pay. Recalci- 
trants were compelled to pay. The people were afraid 
the loan would not be repaid. Often a certain sum was 
assessed against the community. ... But in general 
it may be said that the loan was signed willingly.” * 


1 Ostasiatischer Lloyd, October 27, 1915. 
2 Correspondence, North China Herald, May 15, 1915. 
® Ostasiatischer Lloyd, January 22. 1915. 
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The Chinese of Singapore, tho safe from compulsion, 
offered to contribute. Large sums came from Shanghai.! 
It is reported, tho without details, that officials who 
exercised pressure to compel subscriptions were called 
to account by the government.? Three million dollars 
was subscribed at one meeting of the guild of the 
Hukuang provinces in Peking. 

It must not be overlooked that subscribers to these 
loans accepted a rate of interest much less than what 
they might have received in loans to their neighbors. 
Tho the rate of interest was higher than in the Reor- 
ganization loan from the five powers (6 per cent instead 
of 5 per cent) the price compares very favorably — 88 
and 90 for the Chinese internal loans as against 84 for 
the Reorganization loan. The internal loans were 
however for shorter periods. 

The reform of the salt revenue system has at least 
equaled any reasonable expectation. In the new organi- 
zation a general control by the Chinese ministry of 
finance was combined with foreign expert aid and a 
check by representatives of the lenders upon the dis- 
position of revenue. By regulations promulgated 
February 9 and 20, 1914, the Chinese ministry of finance 
appointed two chief inspectors — one Chinese and one 
foreign (Sir Richard Dane) — in charge of the whole salt 
administration, under supreme control by the ministry. 
The foreign chief inspector was given a right to be con- 
sulted by the Chinese chief inspector as to changes in 
the organization, contracts concluded, and orders issued. 
The participation of provincial officials in this adminis- 
tration was thus at once abolished.? All salt revenues 
are deposited in one of the foreign banks, or if there is 
none of these in the province, in a branch of certain 


1 Ostasiatischer Lloyd, September 11, 1914. 
2 Ibid., October 27, 1915. * Peking Daily News, February 21, 1914. 
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Chinese government banks, or some other bank desig- 
nated by the foreign lending banks. Funds are drawn 
only over joint signature of the chief inspector and 
associate inspector. All orders are issued in the name 
of the minister of finance and are subject to his approval. 
He decides in case of disagreement between the Chinese 
head of the salt administration and his foreign colleague. 
Appointment, dismissal and control of subordinates rest 
with the two chief inspectors, subject to approval by 
the minister of finance. By the regulations of 1913 the 
tax was fixed at $2.50 per picul (about .8 of a cent U. S. 
per pound), and an increase to that rate has been accom- 
plished in a number of provinces. In some provinces 
the existing rate had been, and still is, much more." 
The salt administration has been extremely confused, 
consisting in fact of various systems in various districts.* 
It has been enormously wasteful. The great obstacle 
to reform has consisted in the opposing interest of many 
influential persons. It is said that most officials of 
prominence are or have been interested in the salt trade, 
and a correspondent of so thoroughly reliable a journal 
as the Frankfurter Zeitung declared that change was 
impossible except by armed force.* The greatest 
achievement has consisted in a wise choice of reforms 
which were practicable, a wise avoidance and postpone- 
ment of changes not yet attainable. Depreciated paper 
money instead of being refused was taken at par with 
actual advantage, since amounts thus collected would 
serve as precedents in fixing sums which might be 
demanded when payments should be made in good 
money.‘ The full amount fixed by the regulations has 


1 In Ssechuan the rate is $1.50 per picul; in Shantung and Manchuria, $2.00; in 
Yannan and Kweichow, $4.00. 

2 See Quarterly Journal of Economics, May, 1912. Far Eastern Review, December, 
1912. Morse, Trade and Industry of China. 
* Quoted by Ostasiatischer Lloyd, May 8, 1914. 
4 North China Herald, February 6, 1915. 
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not been insisted upon when difficulties have been too 
great. It is said that the salt inspectorate has never had 
to force any place to pay up.' It has been possible in 
this business to realize the modern conception of a 
state as an organism with a central will and motor 
nerves. Regulations even contrary to custom are 
enforced in keeping accounts, and making inconvenient 
reports and remittances. The method of weighing in 
from the source of production was changed ; the accounts 
were systematized; the tax is now collected before the 
salt is removed from the depots, whereas, in the past, 
taxes have been collected after a delay of as much as a 
year, or paid in depreciated native orders or promissory 
notes. The salt is properly stored, where it was formerly 
heaped up in great open yards.’ 

The latest available reports do not show a spectacular 
increase of revenue over what is supposed to have been 
realized in earlier years. An investigation by a Jap- 
anese expert, undertaken at the instance of the Six- 
Nation Banking Syndicate in 1912, showed that the salt 
revenue had been about 47,500,000 taels per year, with 
administrative costs of about 7,500,000 taels. Mr. E. T. 
Williams, in the Quarterly Journal of Economics, May, 
1912, puts the revenue at 57,000,000 taels. The net 
revenue for 1913 had, however, fallen to 12,890,000 
Shanghai taels or $17,670,000.2 Sir Richard Dane 
early in 1914 ventured only to hope for a recovery to 
$24,000,000 but estimates the later possibilities at 
about $60,000,000. The result for 1914 proved to be 
$58,826,000 or 42,911,000 Shanghai taels. The accept- 
ance of paper money at par resulted in a loss of about 
$7,500,000.‘ In November, 1915, it was expected that 

1 North China Herald, January 9, 1915. * Far Eastern Review, February, 1915. 


* The Shanghai tael is worth not quite }¢ of the Haikwan or customs tael. 
« Far Eastern Review, February, 1915. 











774 QUARTERLY JOURNAL OF ECONOMICS 





the salt revenue for that year would amount to $60,- 
000,000 not including Szechuan, Yiinnan and Kweichow, 
the provinces affected by the revolt.!. The reform in the 
salt revenue service thus gives promise of greatly 
augmented revenue in the future; indeed, the estimate 
of $100,000,000 for the current year seems not immoder- 
ate. But there is a broader significance in the demon- 
stration that obstacles formerly dreaded are not 
insurmountable, that one of the most influential groups 
opposed to a regeneration indispensable to China’s very 
life is giving ground. 

To this result the aid of foreigners has probably con- 
tributed much, but it must not be forgotten that 
Chinese officials had earlier accomplished similar sub- 
stantial results. Mr. Chang Hu, the Chinese inspector- 
general, was raised to this position because of his record 
as salt commissioner in several districts. In Manchuria 
he introduced many reforms. ‘“ The improvements in 
management which he introduced proved very effica- 
cious and the revenue showed a remarkable increase.”’ ? 

These improvements have not been effected without 
encountering the two traditional and in a real sense 
constitutional checks on the old depotism — riotous 
defiance and obstinate neglect of sovereign commands. 
A law is promulgated and neglected. Another order is 
issued, or a series of orders, requiring obedience. A 
proclamation of March, 1915, requires that stamps be 
affixed to various papers beginning June 10. On 
August 27, a presidential mandate complains that 
provincial authorities had apportioned them to prefects, 
and prefects to towns and villages. This is forbidden 
and use of stamps is commanded. On October 18, 
another mandate repeats the complaint and the com- 


1 Ostasiatischer Lloyd, November 19, 1915, quoting the Peking Gazette. 
? Far Eastern Review, December, 1913. 
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mand.' Yet this relatively ineffective device has 
nevertheless been in so considerable degree productive 
that it is mentioned by the finance minister as an im- 
portant contributor toward a favorable balance in the 
fiscal accounts for September. At the beginning of 
1915, the Chinese government was able to show a 
favorable balance between income and expenditure only 
by ignoring certain unpaid debts. By the middle of 
the year every liability had been fully met. Tho cus- 
toms revenue had fallen off, as a result of the war, by 
2,650,000 taels,‘ the year’s operations appear from the 
imperfect report now available to have resulted in some 
excess of income over expenditure.’ This result has 
been attained in part by minute but general economies. 
Superfluous employees have been dismissed. The re- 
ceipts from the land tax have been augmented by requir- 
ing the provincial authorities to defray the expenses of 
collection out of other provincial revenues. Formerly 
the charges had been out of all proportion to the amount 
of the tax. This saving to the national government is 
about $2,000,000. In the past provincial officers were 
required to remit certain amounts of revenue to Peking, 
keeping the remainder. This is now reversed; the 
government has fixed standard amounts for the expen- 
diture of the several provinces, ranging from $2,000,000 
to $4,000,000.° 

Through the whole range of facts which influence 
state finance there are indications of gradual trans- 

1 North China Herald, September 4 and October 30,1915. Stamps are required on 
a great variety of objects, even bills of small amounts, pawn tickets for $4.00 and 
upward, and railway tickets. 

2 Ostasiatischer Lloyd, October 15, 1915. 

* National Review, July 17, 1915. 

4 Ostasiatischer Lloyd, January 7, 1916. 


5 The finance minister in October reported that current monthly receipts were 
$8,500,000 and expenses $7,400,000. Ostasiatischer Lloyd, October 15, 1915. 


® North China Herald, February 27, 1915. 
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formation. It is probable that the new government is 
somewhat more honest than that of the empire, not 
merely in the conduct of chief officials (as shown in the 
redemption of bonds and paper money) but to some 
degree in local business.'_ The more general interest in 
matters of government and the coincident growth of 
newspaper influence are in themselves fair guarantee of 
improvement. The president has announced certain 
changes designed to improve the civil service, such as 
avoiding frequent shifting of officials from one position 
to another.? The budget for 1916 * is probably an ex- 
pression of hopes rather than confident expectations, 
forecasting receipts of $471,946,710 and expenditures 
about $400,000 less. The land tax is put at $95,972,- 
818, customs revenue $71,320,970, salt revenue $84,771,- 
365. On the side of expenditure more than $142,000,000 
is assigned to the ministry of war, and $12,611,583 to 
the ministry of education. The future is still too uncer- 
tain for any trustworthy anticipation of revenue and 
expenditure. Several new taxes have been applied or 
projected. According to reports in the native press, an 
income tax is to be imposed on official salt merchants, 
and firms and companies generally. Chambers of 
Commerce have been asked to aid in this.’ A license 
tax formerly collected from certain shops is to be 
extended to all the common trades.* The perennial 
discussion on an increase of the land tax has been 
revived. 


1 This is disputed, but proof of betterment at certain places in specific transactions 
outweighs complaints not specific that conditions are no better under the new régime. 
A foreign resident of China writing to the North China Herald says that in the collec- 
tion of taxes at his residence there has been a rapidity previously unknown, and an 
entire absence of “ squeeze.” Another correspondent at another point says that the 
registration of land titles there had shown a similar improvement. 

2 Journal of the American Asiatic Association, November, 1915. 

* Far Eastern Review, January, 1916. 

North China Herald, August 21, 1915. 


5 Ibid., October 23, 1915. * Ibid., November 13, 1915. 
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To sum up: 

I. The system of international finance long prevalent 
in China has been inspired by certain opinions com- 
monly found in association, that economic advantage 
abroad may wisely be secured by the sword, and that a 
nation moreover gains not only material profit but 
peculiar dignity (“a place in the sun ’’) from foreign 
investments by its citizens, either as a sequence or a 
means to political influence. Concessions and loan 
contracts have therefore been negotiated in typical 
instances not by bankers but by diplomats for the 
ostensible benefit of capitalists not yet designated who 
often showed no interest in responding to their country’s 
call. Statesmen have found it necessary to reénforce 
appeals to the lenders’ patriotism with hope of gain 
through terms imposed without the borrower’s consent 
— even in loans not at all demanded by the borrower. 
In complicity with their governments, capitalists have 
sought to advance their interests as bankers not by 
conserving the interests of their clientéle through 
moderation which would permit industry to thrive, but 
by imposing upon their own business, in what might 
under conditions of freedom become the most attractive 
loan market in the world, the crushing restraints of 
monopoly and fear. Mineral deposits scarcely if at all 
surpassed, cargoes awaiting the railways, and travelers 
eager to pay —all this must halt, because that nation 
could accept capital so greatly needed only on the terms 
of monopoly and at the risk of losing its independence 
asanation. And yet the failure of China to make freer 
use of foreign capital is often attributed to the obstinate 
conservatism of the Oriental mind. 

In the alternative between trying only to limit the 
evil of this system and trying to introduce freedom in 
borrowing, two nations—Great Britain and the 
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United States — have officially cast their influence on 
the side of free contracts. In this, England’s promi- 
nence as a capitalist nation was especially important. 
Just before the European cataclysm of 1914 it seemed 
possible that this healthy principle might prevail. China 
had begun to enjoy the advantages of cheaper capital. 
But the future has again grown dark — Japan, taking 
advantage of the European war has threatened to bring 
the whole economic as well as political life of China 
under her very selfish and not very enlightened militar- 
istic domination. So long as this danger continues, a 
spontaneous and healthful development of Chinese 
industry is impossible. 

II. China has during these years shown an unex- 
pected capacity to supply her own financial needs. The 
national distress has had an educational effect, unex- 
ampled in rapidity and compass. To a considerable 
degree, even tho incompletely, the Chinese have seized 
upon certain political conceptions previously foreign 
but now indispensable to their national salvation. In 
varying degree they have realized or begun to realize 
the idea of nationality, the idea of statutes as rules of 
conduct to be understood and obeyed, the idea of taxa- 
tion itself as distinguished from tribute, of taxation as 
distinguished from official perquisites. Through the 
whole fiscal system, as in fact through the whole state, 
there extends gradually a process of embryonic growth, 
scission, unfolding, definition, specialization of parts and 
organs. The government has exceeded its obligations 
in redeeming bonded debt and paper currency, it has 
even acquired financial credit among its own people; it 
is steadily overcoming a powerful vested interest which 
seemed a fatal obstacle to fiscal reform. 

These institutional beginnings and these fiscal results, 
achieved in four years of extreme difficulty, have 
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demonstrated beyond reasonable doubt the political 
capacity, the practical intelligence and moral poise of 
that singularly adaptable race. The material conditions 
for abundant national revenue no one has ever ques- 
tioned. Current budgets would exact from the Chinese 
people, per capita, about one-half dollar (American 
gold). The per capita burden in Japan is about ten 
times as much. This ratio indicates, with some ex- 
aggeration, since Japan is overtaxed, the reasonable 
possibilities of China’s financial future. 


A. P. Winston. 











GROWTH OF LABOR ORGANIZATION IN 
THE UNITED STATES, 1897-1914 


SUMMARY 


I. Lack of adequate statistics of trade-union membership in the 
United States; American Federation of Labor reports, 779.— New York 
Department of Labor, 780.— II. Plan of present compilation, 781.— 
Defects in the tables, 782.—III. Movement of membership from 1897 
to 1914, 784.—IV. Increase of membership compared with increase in 
number of gainfully occupied, 789.— Compared with increase of wage- 
earners, 790.— V. Increase of membership by groups, 792. 


I 


In all important industrial countries except the 
United States some agency of the national government 
collects statistics of trade-union membership. In Eng- 
land the Board of Trade publishes at intervals of three 
years an elaborate report which includes not only the 
membership of all unions classified by groups of trades, 
but also the statistics of income and expenditure. The 
German Labor Department and the French Ministry 
of Labor collect and publish similar statistics. It is 
possible for the student of trade unionism in these 
countries to trace in considerable detail the growth of 
labor organization. 

The most important index of the growth of labor 
organization in the United States now available is the 
membership of the American Federation of Labor. 
These statistics, however, by no means accurately repre- 
sent changes in the membership of American trade 
unions. In the first place, since the Federation does not 


embrace all the unions in existence, the membership of 
780 
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the Federation is not an accurate measure of the extent 
of organization at any given time. This defect, how- 
ever, would not prove serious for comparative purposes 
if the unions in the Federation remained a constant part 
of the total trade-union membership. But this has not 
been the case. A very large part of the national unions 
now affiliated with the Federation have come into the 
Federation after a more or less prolonged period of 
independent existence. For example, the Western 
Federation of Miners, although organized in 1892 did 
not affiliate with the Federation until 1911. It is 
obvious that the adhesion to the Federation of a union 
already in existence does not increase the total member- 
ship of American trade unions. Moreover, it occasion- 
ally happens that a union which has been affiliated with 
the Federation withdraws. In 1902, for example, the 
Flint Glass Workers left the Federation and did not 
re-affiliate until 1913. The membership of the Federa- 
tion in the former year was decreased and in the latter 
year increased by the amount of the membership of the 
Flint Glass Workers, but since that union has been in 
continuous existence the changes in the membership of 
the Federation caused by its withdrawal and re-affilia- 
tion did not reflect any change in the total membership 
of American trade unions. In the second place, the 
statistics of membership reported by the Federation 
do not reflect accurately in all cases the actual changes 
in the membership of the constituent unions.! 

Besides the statistics of membership furnished by the 
Federation reports, another source of information as to 
the growth of American trade unions has been avail- 
able in recent years. Since 1906 the New York Labor 
Department has-published annually statistics of Ameri- 

1 For a discussion of the reliability of the Federation's figures for the membership of 


individual unions, see Wolman, ‘‘ Extent of Labor Organization in the United States in 
1910 " in the May, 1916, number of this Journal. 
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can trade-union membership supplementary to the 
Federation statistics. The membership of all unions 
affiliated with the Federation has been taken from the 
reports of the Federation and to these have been added 
the membership of such of the unaffiliated unions as 
could be readily obtained. In the earlier years, 1906- 
10 inclusive, the membership of a large part of the 
unaffiliated unions was not secured and an estimate of 
the membership of these was made. The result is that 
in these years the total membership of American trade 
unions as given by the reports varies considerably 
from the actual membership. In recent years, 1911- 
13, the actual membership has been ascertained directly 
from a larger number of the unaffiliated unions and a 
closer approximation has been made to the real total 
membership. 


II 


For the purposes of the present study an attempt has 
been made to construct a table of trade-union member- 
ship which will show as accurately as possible the abso- 
lute and relative numbers of trade unionists in the 
United States for each year from 1897 to 1914 inclusive. 
This table, which is printed as an appendix, has been 
constructed in the following manner. 

(1) Wherever the statistics of membership were 
obtainable from the official publications of the union or 
directly from the union officials, these data were used. 
By this method, it was possible to find the membership 
of many unions not affiliated with the Federation. Also 
in those cases where the affiliation of a union occurred 
after 1897 it was possible to make use of the statistics of 
membership prior to affiliation. Where, further, a union 
dropped its connection with the Federation temporarily 
or permanently, it was possible to fill in the gaps. 
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Finally, ihe statistics of membership obtained from the 
official records indicate the absolute size and the fluc- 
tuations in membership better in many unions than the 
figures given in the reports of the Federation. For this 
reason where there was a considerable difference in the 
data given by the two sources of information, preference 
was given to the official records. 

(2) Where a union’s membership was not obtainable 
from the union’s publications, and the union was affili- 
ated with the Federation, the statistics contained in the 
reports of the Federation were used. 

(3) Where a union was not affiliated with the Federa- 
tion and the membership figures were not obtainable 
from its official reports, the membership figures given by 
the Bulletin of the New York Department of Labor 
were used. 

The tables thus constructed represent by no means 
perfectly the course of trade-union membership during 
the period studied. The chief defects are the following: 

(1) In some unions, the figures of membership are 
averages for the year, while in others they are for some 
one date in the year. These dates vary from union to 
union. Since the dates, however, are fairly well dis- 
tributed through the year, the figures for total member- 
ship may be regarded as a rough approximation to 
average membership. If the figures were obtainable in 
all the unions for several identical dates in each year, the 
fluctuations in the movement of membership would be 
more marked. 

(2) For a considerable number of unions, no statistics 
of membership were procurable. Thus, for example, the 
Knights of Labor refused to publish their membership. 
The total amount of these omissions is small, since the 

unions involved are relatively unimportant. In a few 
unions, it was possible to secure the statistics for the 
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later, but not for the earlier years. Thus it was impos- 
sible to procure any statistics of membership for the 
unions in the window glass industry prior to 1903. 
Since the unions entirely omitted were more important 
in the earlier years than in the later, the effect of both 
classes of omissions is to make the membership in the 
earlier years appear smaller than it actually was. The 
addition to be made on this account, however, is not 
large. After liberal estimates for all unions known to 
exist in 1897, it does not appear probable that the 
unenumerated national unions had a membership in 
any year of more than ten per cent of the total of those 
enumerated. This discrepancy between the actual 
membership and the membership given in the tables 
gradually disappears in the later years, since the returns 
from the unions are then more complete. 

(3) No attempt has been made to estimate the mem- 
bership of independent local unions, that is, local unions 
not affiliated with a national union or directly with the 
American Federation of Labor. In 1914 the member- 
ship of such unions in New York State was 38,495 or 
over six per cent of the total trade-union membership in 
that state.' The number of members of independent 
local unions is relatively larger in New York than in the 
United States as a whole on account of the large number 
of independent unions in the building trades in New 
York City. It is impossible to say whether the member- 
ship of independent unions is larger or smaller relatively 
to the total trade-union membership than it was 
formerly, but the change cannot have been great. It 
may be estimated roughly that the total trade-union 
membership would be increased by five per cent if the 
membership of the independent local unions were 
added. 


1 Bulletin of the New York Department of Labor, September, 1915, p. 15. 
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(4) The greater part of the American national trade 
unions embrace in their membership local unions 
located in Canada. It has been impossible until recently 
to separate the membership in Canada from that in the 
United States. Since 1911 the Canadian membership 
of all unions with branches in Canada has been reported 
by the Canadian Department of Labor. In 1914 there 
were in Canada 166,163 trade unionists. Of these 
140,482 were members of international trade unions 
practically all of which are included in the statistics of 
membership given in the tables. Since it is not possible 
to separate the trade-union membership of Canada 
from that of the United States for all the years it has not 
been separated for the few years for which statistics are 
available. The membership in Canada is so small a part 
of the total membership of American trade unions that 
its inclusion does not affect appreciably the comparisons 
which are hereafter sought. Moreover the inclusion of 
the membership in Canada is offset by the omission, 
noted above, of the membership of independent local 
unions in the United States. The amount of the 
Canadian membership of American national unions has 
been practically equal in recent years to the membership 
of the independent local unions in the United States. 
Presumably this condition has not changed greatly 
during the period under review. The figures of total 
membership given in the table may be assumed, there- 
fore, to represent the total membership of trade unions 
in the United States. 
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Ill 


The changes in the total membership are shown by 
years in the following chart. It will be observed that 
the changes in membership are closely connected with 
changes in business conditions. The rapid increase in 
membership from 1897 to 1904 reflected the business 
prosperity of that period. The reaction in business in 
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1904 resulted in a loss in trade-union membership which 
continued until 1906. The prosperous times of 1906-07 
are reflected in an increase in membership in 1907. In 
the panic year 1908 membership was almost stationary 
but in 1909 there was a considerable decrease. From 
1910 to 1913 inclusive each year was marked by an in- 
crease. The fall in membership in 1914 reflected a check 
to business which was accentuated by the outbreak of 
the war. The close correspondence between business 
conditions and the course of trade-union membership 
would probably be even more apparent if the member- 
ship of each union could be ascertained for several uni- 
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form dates in each year. The figures, as has been noted 
above, in the table for total membership are averages 
for the year and therefore show the movement of 
membership only imperfectly. 

That the course of trade-union membership shown by 
the chart is approximately correct is indicated by the 
statistics of trade-union membership in New York 
State which have been gathered annually since 1894 by 





the New York Department of Labor. These statistics, 
collected directly from the local unions, represent the 
membership of those unions on a specified day in each 
year. The movement of trade-union membership in the 
state of New York is shown in the following chart. 
The general correspondence between the two curves is 
marked although there are considerable differences in 
detail. Practically all the differences are explained by 
the fact that in the New York statistics the figures are 
for a given date, while in the table for total member- 
ship, the figures represent an average for the year. 


1 The membership in 1894 and 1895 is for July 1; in 1896, for October 31 and since 
1896, for September 30. 
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From the foregoing, it may be concluded that the 
course of trade-union membership in the United States 
from 1897 to 1914 may be divided into four periods: 
(1) From 1897 to 1904 was a time of unbroken increase. 
In this period trade-union membership increased from 
444,500 to 2,072,600. (2) From 1904 to 1909, upward 
movements were quickly counteracted by business 
depressions in 1904 and 1907. During this period taken 
as a whole membership was almost stationary. (3) 
From 1909 to 1913, trade-union membership rose each 
year until in the latter year, it reached its highest point, 
2,700,000 members. (4) In 1914 there was a slight 
decrease. The total increase in membership from 1897 
to 1913 was 2,250,000 members. From 1897 to 1904, 
1,600,000 were added and 700,000 from 1909 to 1913. 
The average annual absolute increase in the earlier 
period (1897-1904) was 225,000 while in the later 
period, (1909-13) it was 175,000. The annual per cent 
increase was, of course, very much greater in the earlier 
period. 

The question naturally arises whether the year 1897 
was an abnormally low point in trade-union membership 
and how far the extraordinarily rapid increase from 
1897 to 1904 represents merely the recovery of loss. 
The statistics of trade-union membership for the state 
of New York indicate that trade-union membership was 
practically stationary from 1894 to 1897. Unfortu- 
nately the figures for the country as a whole are not 
procurable prior to 1897, but there is material for a 
rough estimate. The membership of the American 
Federation of Labor increased steadily from 1881 to 
1893 and was stationary from 1893 to 1897, but for 
reasons already noted the membership of the Federation 
is not an accurate index of the course of trade-union 
membership in the United States. A better indication 
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is the movement of membership in those trade unions 
which were in existence in 1892 and remained in exis- 
tence until 1897. Fifteen unions whose membership 
can be obtained from 1892 to 1898 had in 1892 a 
membership of 191,500. Their membership increased 
slightly in 1893. In 1894 it fell to 147,000. There was 
slow recovery in 1895 and 1896, and in 1897 their mem- 
bership was 165,500. Accepting the membership of 
these unions as an index to total membership we may 
conclude that membership in 1897 was neither at the 
bottom of the wave nor at the crest. In the comparisons 
made hereafter, the year 1897 has been taken as fairly 
comparable with the year 1914, which is also somewhat 
below the crest of the wave. 


IV 


The increase in trade-union membership during the 
period 1897-1914 was at a much more rapid rate than 
the increase in population or in the number of gainfully 
occupied persons. According to the census of occupa- 
tions the number of gainfully occupied persons increased 
in the United States from 29,073,233 in 1900 to 
38,167,336 in 1910.1 In 1900, therefore, the trade union- 
ists constituted nearly 3 per cent of the gainfully oc- 
cupied and in 1910, 5.6 per cent. The percentage of 
trade unionists thus nearly doubled in the decade. A 
rough estimate may be made of the increase from 1897 
to 1914. The annual rate of increase in the number of 
persons gainfully occupied from 1900 to 1910 was 2.77 
per cent. If it be assumed that the increase from 1897 


1 There is reason to believe that the occupation census of 1910 included certain 
classes of agricultural workers among the gainfully occupied which were not included in 
1900 (See Thirteenth Census, vol. iv, pp. 26-28). The rate of increase of the gainfully 
occupied was, therefore, somewhat less than that shown by the census. The percentage 
of trade unionists to the gainfully occupied would have been somewhat greater in 1910 if 
ther classes had been excluded in 1910. 
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to 1900 was at the same rate, it may be estimated that 
the number of persons gainfully occupied in 1897 was 
26,794,370. The number of trade-union members in 
that year was 444,500 or 1.66 per cent of the number of 
gainfully occupied persons. If it be assumed that the 
rate of increase in the number of gainfully occupied 
persons was at the same rate from 1910 to 1914 as from 
1900 to 1910 the number of gainfully occupied persons 
in 1914 may be estimated as 42,557,000. The number 
of trade-union members in 1914 was 2,674,400 or 6.28 
per cent of the gainfully occupied persons. The ratio 
of trade unionists to occupied persons was, therefore, 
approximately four times as great in 1914 as in 1897. 

Obviously the ratio of trade unionists to the gainfully 
occupied is not an ideal index for measuring the increase 
in the strength of trade unionism. If a trade union be 
defined as “‘ a continuous association of wage earners for 
the purpose of maintaining or improving the conditions 
of their employment,” * the best index of the growth of 
trade unionism would be the ratio of trade unionists to 
the wage-earning population. An increase in the ratio 
of trade unionists to the gainfully occupied might con- 
ceivably occur without any increase in the ratio to the 
wage-earning population merely through the relatively 
larger increase of that part of the gainfully occupied 
population included in the wage-earning class. Since, 
however, the wage earners are such a large part of the 
gainfully occupied, it is clear that such a disproportion- 
ate increase could account for only a small part of the 
increase in the ratio of trade unionists to the gainfully 
occupied. 


1 The increase in the number of gainfully occupied persons from 1890 to 1900 was at 
the annual rate of 2.23 per cent. If the gainfully occupied population in 1897 is caleu- 
lated on the assumption that the rate of increase from 1897 to 1900 was at this rate of 
*ncrease, the number of gainfully ocoupied in 1897 was 27,212,000 and the percentage of 
wade unionists was 1.63. 

2 §. and B. Webb, History of Trade Unionism, p. 1. 
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The census of occupations does not afford data for the 
complete separation of the wage-earning class, but cer- 
tain classes that are clearly not composed of wage 
earners can be partially separated from the total of the 
gainfully occupied. These are, the employing, the self- 
employed, and the fee-receiving classes. The census of 
occupations for 1910 gives for certain groups in these 
classes comparative figures for 1900 and 1910.' The 
number in these groups is as follows: 


1900 1910 
Employers or self-employed*....... 6,951,526 7,568,574 
Se eee ree 284,290 331,764 





7,235,816 7,900,338 


There are other large groups of non-wage-earners 
among the gainfully occupied which cannot be separated 
because of the lack of adequate comparative data. For 
example, in the great group of building and hand trades 
it is impossible to determine for many groups, such 
as dressmakers and blacksmiths, what part of the 
class is employing, self-employed, or employed, and, 
hence, whether there has been a disproportionate 
increase in the wage-earning part of the group during 
the past ten years. The groups which have been 
segregated above represent, however, a large part of the 
non-wage-earning groups. If we deduct from the total 
number of gainfully occupied in 1900 and in 1910 the 
persons in the non-wage-earning classes given in the 
above table we have left 21,837,000 in 1900 and 
30,267,000 in 1910. The trade-union membership on 
this basis was four per cent in 1900 and seven per cent 


1 Thirteenth Census of t:.> United States, vol, iv, pp. 54-56. 

2 There are included here far ners, planters and overseers, boarding house keepers, 
hotel keepers, restaurant keepers. saloon keepers, bankers and brokers, hucksters, and 
peddlers, livery stable keepers, merchants and dealers, undertakers. 


§ Included in this category are dentists, lawyers, physicians and surgeons. 
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in 1910, a somewhat lower rate of increase than that 
shown by the ratio to the gainfully occupied. It is 
possible that the rate of increase might be still further 
lowered if the non-wage-earning groups could be further 
eliminated, but the reduction could not be very great. 


Vv 


The unions contained in the tables have been divided 
into fourteen groups. The classification followed is in 
the main that used by the English Board of Trade, 
modified in one or two particulars so as to conform to 
American trade-union structure. In a final miscellan- 
eous group have been placed those unions which do not 
fall in any of the other groups or those unions, as, for 
example the local unions directly affiliated with the 
Federation of Labor, whose group cannot be determined. 
The miscellaneous group is not large relatively to the 
total, in no year exceeding six per cent. 

The following table shows for each group the per cent 
of the total trade-union membership contained in the 
group for each of the years 1897, 1900, 1910 and 1914. 
The groups have been arranged in the order of their 
importance in the year 1897. 

The transportation group, it will be noted, has main- 
tained its position as the largest section throughout the 
whole period. From 1897 to 1900 it fell back somewhat, 
but since then it has increased its membership at the 
same rate as the increase in the total membership. The 
building group has grown even faster. The percentage 
of the total in this group increased from 15.2 per cent in 
1897 to 20.3 per cent in 1914.1. The mining and quarry- 


1 Part of this growth is only apparent since the Carpenters in recent years have been 
increasing their jurisdiction over woodworkers. In 1914 it is estimated that the Carpen- 
ters had 50,000 woodworkers among their members. This would reduce the membership 
of the building trades group to 18 per cent of the total, and correspondingly increase 
that of the lumber and woodworking group. 
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Per Cent or Tora, Mempersuir In Each Group or UNIoNns 
IN THE YEARS 1897, 1900, 1910 ann 1914 


1897 1900 1910 1914 


Trangportatiom. 05.6.6. c ieee 26.2 21.9 22.5 21.0 
ee ee 152 17.7 215 203 
Metal, Machinery and Shipbuilding 11.3 9.3 9.2 8.4 
Food, Liquor and Tobacco....... 9.9 7.6 5.4 5.1 


Paper, Printing, and Bookbinding. 8.5 5.5 4.2 4.1 
Chemical, Clay, GlassandStone.. 5.2 3.4 2.8 2.2 


Mining and Quarrying.......... 4.7 15.1 12.9 14.2 
"=e 3.3 2.9 4.6 5.9 
AE ob i nea re 2.9 0.8 2.1 2.1 
PUR IIS SS id de 2.5 1.8 2.7 3.0 
EE SE ee 1.8 0.9 1.0 11 
Theaters and Music............ 1.5 1,1 2.8 3.4 
Restaurants and Trade.......... 1.4 3.2 2.8 3.5 
Lumber and Woodworking ...... 1.2 3.0 1.3 0.9 
are 4.3 5.8 44 46 


ing group increased from 4.7 per cent of the total in 1897 
to 15.1 in 1900 and has since maintained its relative 
importance. In 1897 the mining and quarrying group 
was seventh in size, but since 1900 it has remained third 
in size. 

The three great groups of transportation, building and 
mining in 1897 contained 46.1 per cent of the total 
membership of American trade unions and in 1914 con- 
tained 55.5. A large part of the increase in the percent- 
age of the total was due to the extraordinary growth in 
the mining group from 1897 to 1900. From 1900 to 1914 
these three groups have formed an almost uniform part 
of the total membership of American trade unions. The 
percentage of total in these groups was 54.7 in 1900, 
56.9 in 1910 and 55.5 in 1914. Of the total increase in 
membership from 1897 to 1914 amounting to 2,230,000, 
these three groups are responsible for 1,280,000. 

The increase of membership in the metal, machinery, 
and shipbuilding group has been at a much slower rate. 
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In 1897 it was third in size and contained 11.3 per cent 
of the total membership of American trade unions. In 
1900 it was passed in size by the mining group. It 
remains in 1914 the fourth group in size with 8.4 per 
cent of the total membership. The census figures of 
occupation for 1900 and 1910 do not make possible any 
very exact estimates, but from the comparison of such 
classes of occupations as can be made it is reasonably 
certain that it is not the relatively slower increase in the 
numbers occupied in this group that is responsible for 
its loss of position. It is highly probable that the pro- 
portion of trade unionists to non-unionists in this group 
has not increased with anything like the same rapidity 
as in the mining, building, and transportation groups. 

The most notable changes in the relative importance 
of the other groups have been in the clothing, the 
restaurant and trade, and the theater and music groups. 
In 1897 the clothing group was eighth in size with 3.3 per 
cent of total membership while in 1914 it was fifth with 
5.9 per cent of total membership. The restaurant and 
trade group in 1897 was thirteenth in size with 1.4 per 
cent while in 1914 it was eighth in size with 3.5. Simi- 
larly the theater and music group has risen from twelfth 
place to ninth and from 1.5 per cent of the total member- 
ship to 3.4 per cent. 

The groups which have fallen back decidedly in their 
percentages of total membership are paper, printing and 
bookbinding, and the chemical, clay, glass, and stone 
groups.' In these groups small sections were already 
fairly well organized in 1297. Thus the printing trades 
and the pottery and glass trades were fairly well 


1 The apparent fall in the lumber and woodworking group, as has been explained 
above, is not real but is due to the transfer of jurisdiction over woodworkers to the 
Carpenters. If the proper correction is made the lumber and woc‘lworking group is 
shown to have in 1910 and 1914 approximately the same per cent asi: 1900 and twice as 
high as in 1897. 





oe) ol 











GROWTH OF LABOR ORGANIZATION 795 


organized in 1897. But since 1897 comparatively few 
new unions have been organized in these groups and the 
net result is that while the organized sections have more 
than held their own, the group as a whole has fallen 
behind in its relative per cent of total membership. 


Grorce E. BARNETT. 


Tae Jonns Horxins UNIvmerRsiry. 











REVIEW 


THE NEW INDEX NUMBERS OF THE UNITED 
STATES BUREAU OF LABOR STATISTICS 


TueE United States Bureau of Labor Statistics has adopted 
a new method of computing index numbers and the change in 
method has been made the occasion for a very full and thoro 
discussion of the subject. This discussion is to be found in 
Bulletins No. 173 and No. 181 and Dr. Wesley C. Mitchell 
is to be congratulated on the thoroness and lucidity of his 
exposition. The former includes a brief history of index num- 
bers, a statement of the paramount importance of obtaining 
accurate statistics from which index numbers may be com- 
puted, together with the difficulties of collecting such data, a 
carefully balanced comparison of the relative merits and 
demerits of different types of averages and aggregates, and 
concludes with an account of the tables of index numbers 
prepared by other statisticians in the United States and else- 
where. The matter in Bulletin No. 181, is devoted to an ex- 
planation of the new methods employed in computing index 
numbers and the reasons for making the change. 

Among the interesting topics discussed in the two papers 
are the relative merits of chain index numbers and index 
numbers computed to a fixed base, and methods of substi- 
tuting, adding new items, or dropping old ones, without 
breaking the continuity of the series as, in a dynamic society, 
changes in tastes and fashions and in the commodities con- 
sumed take place from year to year. 

Especially is the importance of gathering and publishing in 
full the price data emphasized. Indeed this is accorded an 


importance superior to the particular type of average or 
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aggregate which may be adopted in manipulating the data. 
In this connection Professor Taussig’s words are especially 
pertinent: “In regard to all these suggestions, whether for 
improvement in the arithmetic mean or for the use of a dif- 
ferent mean, it must be borne in mind that no index number 
corresponds to a real thing. It is not like the mean of certain 
observations in natural science — such, for example, as those 
for measuring the distance between the earth and the sun — 
of which any one may err, but whose average will point to a 
single specific fact. An index number points to no single 
fact.””! This being true, it follows that there is no single best 
method of computing index numbers. Both the items 
selected and the type of average employed have reference to 
the purpose in view. What may most adequately represent 
the facts in one case may be misleading in another. The prob- 
lem, then, for a compiler of general index numbers is to estab- 
lish general tendencies in regard to prices most likely to 
represent the case without serious error for whatever purpose 
the tables may be used. 








When the end in view is specific and capable of precise statement 
the problem of choosing methods is comparatively simple. Straight- 
forward logic then determines what commodities should be included, 
what sources of quotations should be drawn upon, and how the 
original data should be worked up to give the most significant 
results. Puzzles a-plenty are left, but most of them are limited to 
finding the best compromise between what logic marks out as 
desirable and what is feasible in view of the time and money at the 
investigator’s disposal. 

Few of the widely-used index numbers, however, are made to 
serve one special purpose. On the contrary, most of them are 
“* general-purpose ” series, designed with no aim more definite than 
that of measuring changes in the price level. Once published they 
are used for many ends — to show the depreciation of gold, the rise 
in the cost of living, the alternations of business prosperity and 
depression, and the allowance to be made for changed prices in 
5 comparing estimates of national wealth or private income at different 
times. . 

The compiler of a general-purpose index number, then, cannot 
foresee to what uses and misuses his figures will be put. For each of 


1 Taussig, Principles of Economics, vol. i, p. 294. 
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the legitimate uses he might conceivably devise an appropriate 
series. But he cannot conceivably devise a single series that will 
serve all uses equally well. For the very qualities that make an 
index number good, say, for the man of affairs concerned with the 
business outlook, may make it bad for other men interested in the 
fortunes of farmers, in the effects of the tariff, in the relation between 
gold output and prices, in comparing changes in price levels in 
different countries, etc. The day has not yet come when the uses of 
index numbers are sufficiently differentiated and standardized to 
secure the regular publication of numerous special-purpose series. 
Until that day does come the making of general-purpose series will 
continue, and the makers will go on choosing their methods perforce 
on rather vague and general grounds. So long also must most users 
of index numbers put up with figures imperfectly adapted to their 
ends.? 


The above quotation sufficiently justifies Dr. Mitchell in 
emphasizing the importance of publishing copious data in full 
so that the special investigator may have the opportunity of 
making a selection of material and method most suited to his 
purpose. The change in the method of computing index 
numbers recently made by the Bureau is an attempt at a 
better solution of the general-purpose index-number problem 
to which Dr. Mitchell refers. 

In previous issues of the Bulletin, index numbers were 
computed by the method of simple averages of relatives. 
Taking the average of the prices of each of the commodities 
included in the table from 1890 to 1899 inclusive as a base 
(100) the relative price for any given year has then been found 
and a simple average (arithmetic mean) of these relatives 
has been taken as the index number for that year. The new 
method is based not upon a simple average of relatives, but 
upon aggregates of the total value in exchange of each of the 
commodities. Each commodity is therefore weighted in 
proportion to its importance in commerce. Moreover the 
base is changed from an average of prices for the period 1890- 
1899 to the aggregate of values for the single year 1914. A 
simple illustration will explain the difference better than 
words. Suppose we have given the following data: 


4 Bulletin of the United States Bureau of Labor Statistics, No. 173, pp 25-26. 
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Price 1910 
CRs 0 cmcccen $0.08 100 $0.15 187.5 
BOG 5.6 6 cdicsasenve 10.40 100 17.25 165.9 
po eerrrieree 75 100 1.10 146.6 
-_ 3)300 —_— 3)500.0 
100 166.7 




















Index number for 1910, 166.7. 


New Mertsop 























Total Exchange Value in 
Commodity 1914 1910 
: es (3,500 X  .12) $420.00 | (3,500 xX .15) $525.00 
MM. cc citecaaes (11 X 15.7 ) 172.70 (11 X 17.25) 189.75 
WD ss Ss Csiditia (27 X 1.04) 28.08 (27 X 1.10) 29.70 
$620.78 $744.45 














000,000 omitted in above aggregate. 
620.78 : 744.45 = 100 : 119.9. 
Index number for 1910, 119.9. 


As the above index numbers are computed to a different 
} base they cannot be compared. For purposes of comparison, 
however, tables are published (Bulletin No. 181, pp. 12-16) in 
which, in parallel columns, index numbers to each base are 
reduced to terms of the other. 
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In what respects is the new system to be preferred to the 
old? The advantage of the weighted average in that it 
makes allowance for the difference in importance of commodi- 
ties, and the objection to the arithmetic mean, that it gives to 
extreme variations in the prices of a few commodities undue 
influence in determining the index number, have been gener- 
ally recognized. It is this objection that has led some statisti- 
cians to prefer the geometric mean or the median. The new 
method of the Bureau, however, is open to the same objection 
on this score as the arithmetic mean. Since the weighting for 
each commodity (the quantity exchanged in 1909) is constant 
throughout the whole series of index numbers, extreme 
variations in price multiplied by constant multipliers affect 
the aggregates in much the same way that the same variations 
would affect the relatives. Indeed, if the commodity affected 
with the extreme variation be also one having a very large 
volume of sales the effect on the index number will be even 
greater. But perhaps the very fact of the weighting justifies 
the effect on the index number. Ifa commodity which is very 
much in demand rises sharply in price, then even tho it be 
only a single commodity people really are forced to pay more 
for their usual satisfactions and the index number should 
show this fact. 

It was noted in the last paragraph that the weighting for 
each commodity remains constant throughout the series. As 
the theory of the compiler is that the most satisfactory table 
of index numbers for general use is one which will show how 
much a typical person will be forced to pay for “ the same bill 
of goods ” from year to year, this could not well be otherwise. 
But it raises a question. For how long a period is the same 
weighting to be retained? And when the weighting is 
changed, how is the series of index numbers based upon one 
weighting to be adjusted to the series based upon another ? 
Clearly, with new inventions constantly springing up, and 
with frequent changes in tastes and fashions, commodities 
change in their relative importance as well as in their prices. 
Sooner or later some method of “splicing” will become 
imperative. The difficulty is by no means insuperable; 
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indeed, methods of “ splicing”’ when new commodities are 
added or old ones dropped are discussed in the paper, but this 
particular problem is somewhat different and will ultimately 
have to be faced. 

One advantage of the new system is that the series can, if 
desired, be quickly changed to a new base. The index num- 
bers in former issues of tie Bulletin were computed to a fixed 
base, namely, the average of prices from 1890 to 1899. But 
we do not so often care to know how prices today conipare 
with prices in the 90’s as how they compare with the prices of 
three or four years ago, and in what direction and to what 
extent they are changing now. With the new tables, what- 
ever be the base, the index numbers can be easily and accu- 
rately adjusted to any other base by simply dividing each of 
the index numbers (multiplied by 100) by the index number 
corresponding with the new base. For example, the index 
numbers for the decade 1900-09 to the base 1914 (100) are 


1900 1901 1902 1903 1904 1905 1906 1907 1908 1909 
81 80 8 8% 87 8% 8 9% 92 £98 


If it is desired to reduce these index numbers to the base 1900 
(100) we should multiply each by 100 and divide the products 
by 81, 


1900 1901 1902 1903 1904 1905 1906 1907 1908 1909 
100 99 106 106 107 #106 110 117 «114 =« 121 


But this process applied to a series of index numbers com- 
puted from a simple average of relatives does not lead to 
accurate results. In strict accuracy it is necessary to recom- 
pute all the relatives separately to the new base.! 


1 Old method (average of relatives) 


Let n equal the ber of dities and p1, m2, p3, ete., be their prices in any 
given year, say, 1910, and P;, P:, Ps, etc., be the prices for the same commodities in the 





100 
base year, say, 1800. ‘Then (1) —— a * +. J will be the index numbers for 


1910. By the same reasoning, when 7:, 7, 73, etc., are the prices in 1912, (2) 
100 [-m ™ 
oy B +a +. - | win be the index number for 1912. Again, by the same 


reasoning, if it is desired to compute the index number for 1912 to the base 1910, we 
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One interesting point made by Dr. Mitchell deserves 
notice in this connection. It is claimed that a series of index 
numbers computed to a fixed base becomes progressively 
untrustworthy in proportion as the dates for which the index 
numbers are computed become more and more remote from 
the date of the base, and that for this reason chain-index 
numbers, that is, index numbers in which each year is suc- 
cessively taken as a base in computing the index number for 
the next year, are more reliable. The reason for this is that 
if we compare prices on successive years the great mass of 
the prices will exhibit only a slight change, there will be an 
obvious central tendency up or down with comparatively few 
extreme variations either of increase or decrease; whereas, if 
we compare prices separated by a long interval of time the 
extreme variations become more and more numerous and the 
central tendency less decisive. This point is developed with 
considerable mathematical detail through the use of decils 
and normal probability curves and the contention is un- 
doubtedly made good that prices at a remote interval of time 
from the fixed base show a much greater scattering than those 
in adjacent years. But are the index numbers derived from 
them therefore more untrustworthy ? If in the course of 
twenty years the price of wheat has advanced thirty per cent 
and the price of linen has fallen twenty per cent is the index 
number showing a rise of prices any less to be relied on than 


shall have (3) “ [= += ee 1. But a moment’s inspection of the above 


formulae shows that (3) cannot be obtained by dividing (2), multiplied by 100, by (1), 
as would be the case if the reduction could be made as above. 


New Method (Aggregates) 
Using the same symbols, with the addition that, qi, qs, qs, etc., represent the quan- 
tities exchanged, we have 
(1) —erten* aad ) . index number for 1910, base 1890 (100) 
10 (mtam+. .) 
= 1912, b 1 100 
(2) ~~ 2 index number for ase 1890 (100) 
@ Werte -) . iodex number for 1912, base 1910 (100) 
@natemt.. 
But (3) is obviously equal to (2), multiplied by 100, + (1). 
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would be an index number derived from a three per cent rise 
and two per cent fall of the corresponding commodities in 
adjacent years? If so, we are confronted with a curious 
paradox. If the mere fact that prices tend to become 
scattering with the lapse of time tends to cast suspicion on 
index numbers irrespective of the method of computation, 
then this defect should attach to the method of aggregates 
as well as to the method of relatives. For if prices become 
scattering after the lapse of time so also will weighted prices. 
Now suppose that taking 1890 as a base we compute by 
the new method index numbers for 1910 and 1911. By the 
reasoning just given these index numbers should be untrust- 
worthy. But as was shown on page 802 we can accurately 
compute the 1911 index number to the 1910 base by the 
simple division of the 1911 index number (multiplied by 100) 
to the 1890 base by the index number for 1910 to the same 
base. That is, by dividing one unreliable index number by 
another we get a reliable index number! 

It has been impossible in the space of this review to cover 
more than a few of the points touched upon by Dr. Mitchell 
in his admirable paper. It deserves to be carefully read by 
all students of the problems of index numbers and by all per- 
sons who have occasion to use them. As touching the merits 
of the new tables! it may be well to sum up the advantages 
claimed for them in Dr. Mitchell’s own words. 


The technical difficulties attending the construction of index num- 
bers made of actual prices, then, can be surmounted. Offsetting 
these difficulties are numerous and substantial advantages. Aggre- 
gates of money prices weighted according to the importance of the 
several articles are as easy to understand as arithmetic means of 
relative prices. They are less laborious to compute than any other 
form of weighted series, for no relative prices are used; the original 
quotations are multiplied directly by the physical quantities used as 
weights, and the products added together. They are not tied to a 
single base period; but from them relative prices can quickly be 
made upon the chain system or any fixed base that is desired, and 


1 The aggregates, however, are not published. The tables include index numbers 
derived from the aggregates, and prices and weightings from which the aggregates may 
be derived. 
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these relative prices themselves can be shifted about at will as 
readily as geometric means. Hence they are capable of giving direct 
comparisons between prices on any two dates in which the investiga- 
tor happens to be interested. Hence, also, they can be compared 
with any index numbers covering the same years, on whatever base 
the latter are computed. Their meaning is perfectly definite — 
which is not always true of medians. They cannot be made to give 
apparently inconsistent results like arithmetic means. When pub- 
lished as sums of money, they can be added, subtracted, multiplied, 

divided, or averaged in any way that is convenient. When weighted 
on & sound system, they cannot be unduly distorted by a very great 
advance in the price of a few articles, and yet, unlike medians, they 
allow every change in the price of every article to influence the 
result. ... 

In addition to the advantages peculiar to themselves, aggregates 
of actual prices can readily be given all the advantages claimed for 
weighted arithmetic means of relative prices. This combination of 
qualities makes them the most desirable type of general-purpose 
index numbers.! 
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P. G. WriGHT. 


1 Bulletin of the United States Bureau of Labor Statistics, pp. 91, 93. 
































NOTES AND MEMORANDA 


CAN THE FARMER REALIZE HIGHER 
PRICES FOR HIS CROPS BY 
HOLDING THEM ? 


THERE is a widespread belief that farmers suffer 
serious loss from having to throw their crops on the 
market immediately after the harvest and that some 
adequate provision should be made for lending the 
farmer money on the security of his harvested crops — 
chiefly grain or cotton — so that he would not be forced 
to dispose of them on a glutted market at unfavorable 
prices: The necessity for providing credit to enable 
farmers to store their products has been a favorite argu- 
ment in the rural credit agitation of the past three or 
four years, and an attempt has been made by the Fed- 
eral Reserve Board to satisfy this demand through its 
act of September 3, 1915. This act made provision for 
a new form of paper, known as commodity paper, which 
should bear a preferential rate of interest on condition 
that the local bank should not charge the farmer more 
than 6 per cent. It was provided that “ notes secured 
by non-perishable staple commodities, having a specified 
date of maturity, and upon which member banks had 
not charged a rate of interest or discount, including all 
commissions, of more than 6 per cent per annum, should 
be eligible for rediscount in Federal Reserve Banks at a 


1 The statement of the Dallas Federal Reserve agent is typical. After calling atten- 
tion to the fact that Texas has gathered the largest yield of oats ever known in the state 
and that nevertheless the price has fallen, he says: ‘“‘ The farmer grows his crop, and 
having no place to care for it, throws it on the market at any price it will bring. In this 
connection the bankers of the State are undertaking an aggressive campaign to secure 
the erection of warehouses. While this is primarily aimed in the interest of cotton, the 
lesson ought to hold in general.” Federal Reserve Board Bulletin, July, 1915, p. 162. 
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preferential rate.” ! While this provision for commodity 
paper was to apply to all staple products, such as corn, 
sugar and wool, its application has been confined almost 
wholly to cotton. By the end of the year commodity 
paper had been issued to the amount of $10,300,000, 
of which $7,500,000 was still outstanding.? In this 
connection it is interesting to note that in comparison 
with the value of the cotton crop the amount of paper 
issued is a mere bagateiie. The argument for such loans 
rests upon two assumptions; first, that the ordinary 
credit machinery is either defective or inadequate to 
meet the legitimate demands of the farmer who wishes 
to borrow on his products, and second, that owing to 
this fact the American farmer is suffering severe losses. 
While I am of the opinion that the first of these 
assumptions is unwarranted, I wish to confine this 
brief discussion to the second — namely, that the farmer 
suffers loss from having to market his crop immediately 
after the harvest is garnered. 

Agricultural products fall into two groups, those 
which are bought and sold speculatively and those 
which, owing to their perishable nature or their inca- 
pacity to be standardized, are not so bought and sold.* 
I shall consider in succession several products of the 
first class, namely, wheat, corn, oats and cotton, seek- 
ing in each case an answer to the question — will it 
be more profitable for the farmer to sell his crop when 
it is ready for the market, or to store it and hold it 
for better prices ? 

Crops cannot be held by the farmer without cost. 
The elements of this carrying cost vary among crops 

1 Second Annual Report, Federal Reserve Board, p. 7. 

® Ibid., p. 8. 

* It may be well to call attention to the fact that the prices of many farm products, 


besides those bought and sold on the exch are infil d by speculation. Eggs, 
apples, lean cattle, sheep, and dairy products may be mentioned as examples. 
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and among farmers, and there is likely to be a difference 
of opinion among students of the problem as to its 
amount. As a rule the farmer can market his products 
cheapest as soon as they are ready for the market, when 
for instance, as is oftentimes the case, his grain can be 
delivered to the elevator from the machine; and thus 
handling and storage charges are minimized and waste 
is avoided, and in the case of certain products the loss 
from deterioration and shrinkage during storage is pre- 
vented. To the elements of the carrying cost indicated, 
insurance and interest must be added. Owing to wide 
variation in some of these elements, it has been thought 
best, in order to give the holding farmer the benefit of 
the doubt, to leave them out of account. For example, 
no charge is made for insurance, for extra handling, or 
for extra cost of hauling to market due to bad roads or 
to the hauling having to be done at the time when the 
farmer is busy in the field. In the case of grain, it is 
assumed that the farmer stores it himself, and as he 
must have the bins whether he holds the crop or not, no 
charge is made for storage.! In the case of cotton, how- 
ever, conditions are different and the usual warehouse 
charges, amounting to fifty cents per bale for the first 
month and after that to twenty-five cents per month, 
are made. In the case of oats and wheat, shrinkage is 
not heavy, and this item, together with waste in hand- 
ling, is assumed to be 6 per cent and is distributed over 
the first six months of holding the grain. In the case of 
corn, the shrinkage is very heavy and varies from 
month to month throughout the year,’ and it is esti- 


1 Since writing this statement the writer has made an automobile trip from Wash- 
ington, D.C., to Central Montana, stopping with farmers en route. His observations 
convince him that storage charges are a very important el t of exp in the holding 
costs, particularly in the newer states, Minnesota and the Dakotas for example. In 
South Dakota storage up to July 1, had in many cases amounted to eight cents per 
bushel. 

2 It is estimated that the shrinkage up to December is 6.9 per cent; January, 7.5 
per cent; February, 7.8 per cent; March, 9.7 per cent; April, 12.8 per cent; May, 14.7 
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mated that for the first ten months it amounts to 18.2 
per cent and that for the last two months its amount is 
negligible. It is assumed that cotton undergoes no 
shrinkage in storage. In all cases the rate of interest is 
assumed to be 6 per cent per year and is figured on the 
price of the commodity at the date when it is assumed 
to have been ready for the market, or, in other words, 
at the beginning of the storage period.' 

On the assumption that the movement of prices for 
ten years is an adequate basis for discussion, the grain 
prices have been secured by taking the ten year aver- 
age of the monthly high and low selling prices on the 
Chicago market; and the price of cotton has been deter- 
mined by taking the ten year average of the high and 
low selling prices for twenty-eight interior towns in the 
United States. No attempt is made to give the total 
amount of a commodity thrown on the market during a 
given month, but, in the case of grain, it is assumed that 
the relative amount can be determined by the amount 
put upon certain principal markets; namely, Chicago 
and Minneapolis in the case of wheat, and Chicago in 
the case of oats and corn, while for cotton the amount. 
delivered at twenty-eight interior towns is taken. 

It is apparent that in a country as large as the United 
States all of a given commodity is not ready for the 
market at the same time, and the date on which the 
farmer may sell his crop must be more or less arbitrarily 
assumed; but if the movement throughout the year be 
kept in viev. the date chosen as a basis for comparisons 
cannot materially affect conclusions. The date taken 
for wheat and oats is August; for corn, December; and 
per cent; June, 16.2 per cent; July, 17.3 per cent; August, 17.8 per cent; September, 
18.2 per cent. (Unpublished monograph on the Marketing of Farm Products, Dr. 
H. W. Gilbertson.) 


1 The price taken is the wholesale market price, and not the price received by the 
farmer. It is evident that this somewhat exaggerates the interest charge. 
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for cotton, November. The average price on these 
respective dates and the average amount put on the 
market then are taken as bases for computing the rela- 
tive prices and amounts for the other months of the 
year. For example, the average ten year price of cotton 
on November first, 11.8 cents, is used as a basis — 100. 
The average ten year price on January first is 11.6 cents 
and the relative price on January first is 98, 7. e., 11.6 
divided by 11.8 and the result multiplied by 100. For 
movement the ten year average amount delivered on 
November first, 1,275,500 bales, is used as a basis—100, 
and the relative amount on January first, (628,700 
bales) is found to be 49. The price on a given date less 
the carrying charges to that date represents the net 
selling price, and the difference between this net selling 
price and the price at the beginning of storage represents 
the farmer’s gain or loss from holding. 

The conclusions are drawn from the statistics in 
the following tables which summarize the more detailed 
tables appended to this paper. The first table shows the 
relative average monthly receipts and selling price (per 


TABLE I.— WuHeEat 


Ave! Relative . Relative 
Monit renee Reative, free 
Ten Year Price for Mont Receipts for 
Period Ten Year Price i Ten Year 
(Cents) Period Held Period 
en 104.5 100 100 100 
September........ 101.0 97 95 132 
| PP rere 100.4 96 93 128 
November........ 97.5 93 89 + 116 
December........ 98.4 94 88 101 
ae 102.8 98 + 91 75 
PORPURY . occas 102.2 98 89 + 65 
} ar ee 100.8 96 + 87 + 75 
, Se ene ee 100.9 96 + 87 53 
OS eee 103.4 99 88 52 
WG. 6 5:0547-400445 105.3 101 90 45 


103 91 + 
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bushel) of wheat, and relative average monthly price if 
held, during the ten year period, 1903-12. 

In the preceding table it is seen that the maximum 
selling price of wheat is reached in July, when it is rela- 
tively three points higher than in the preceding August, 
or $1.074 as compared with $1.045, a difference of 2.9 
cents; that is, if it had cost the farmer nothing to carry 
his wheat and if he sold it at the high point, he would 
have gained 2.9 cents per bushel; but since carrying 
charges up to July first were twelve cents per bushel, the 
farmer would have actually lost 9.1 cents by holding. 
Moreover, there were only two months out of the eleven 
in which wheat sold at a higher price than at the time it 
was ready to go on the market; and if carrying charges 
be taken into account, it will be seen that if the farmer 
had sold his wheat in either one of these months he 
would have lost by holding. 

If, on the other hand, we take the selling price in 
September, $1.01, as the basis, on the supposition that 
the crop was not ready for the market until then, we 
find the maximum selling price, in July, relatively six 
points higher, or $1.074 as compared with $1.01, a 
difference of 6.4 cents; that is, if it had cost nothing 
for the farmer to carry the wheat and if he sold it at the 
high point, he would have gained 6.4 cents per bushel; 
but since carrying charges up to July first were eleven 
cents per bushel, the farmer would have actually lost 4.6 
cents by holding. Moreover, although there were six 
of the twelve months in which wheat sold at a higher 
price than in September, yet if carrying charges be 
taken into account it will be seen that if the farmer had 
sold his wheat in any one of these months he would have 
sustained a loss from the holding. 

A second table similarly prepared shows the relative 
average monthly receipts and selling price (per bushel) 
































NOTES AND MEMORANDA 811 


of oats, and relative average monthly price if held, 
during the ten year period, 1903-12. 

It is evident from this table that the maximum 
selling price of oats is reached in June, when it is rela- 
tively sixteen points higher than the selling price of the 
preceding August, or 43.5 cents as compared with 37.6 
cents, a difference of 5.9 cents; that is, if it had cost 
nothing for the farmer to carry the oats and if he sold 
at the high point, he would have gained 5.9 cents per 


TABLE II.— Oats 


A Relative Relative 
Monthly Avi Relative Aver: 
Price for Monthly Average Mont ,, 
Ten Year Price for Mon: y Receipts for 
Period Ten Year Price i Ten Y 
(Cents) Period Held Period 
BRM i ckcncinds 37.6 100 100 100 
September........ 38.4 102 + 101 78 
OateReP. ... ccc 37.6 100 97 84 
November........ 37.4 99 95 59 
December........ 38.8 103 97 51 
CUS 050 scents 39.5 105 98 55 
Vebruary......... 41.0 109 100 51 
PN os iso sours 41.1 109 + 100 — 66 
SE. 6550 i SB 41.7 111 101 50 
Se 43.4 115 105 58 
eee 116 105 — 61 
iA, 42.9 114 102 47 


bushel; but since carrying charges up to June first were 
4.2 cents per bushel, in reality the farmer would have 
made only 1.7 cents by holding. An examination of the 
table shows that in all but two of the eleven months 
oats sold at a higher price than at the time the crop was 
ready for the market; but if carrying charges be taken 
into account it will be seen that if the farmer had sold 
his oats in any one of five of the eleven months, he would 
have lost by the holding. 

Table III shows likewise for corn the relative average 
monthly receipts and selling price (per bushel), and 
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relative average monthly price if held, during the ten 
year period, 1903-12. 

The figures demonstrate that the maximum sell- 
ing price of corn is reached in August, when it is rela- 
tively twenty-one points higher than the selling price 
in the previous December, or 64.2 cents as compared 
with 52.9 cents, a difference of 11.3 cents; that is, if it 
had cost nothing for the farmer to carry his corn and if 
he sold it at the high point, he would have gained 11.3 


TABLE III. — Corn 


A Relative Relative 
Monthly Av Relative Aver: 
Price for on Avera Mont! 
Ten Year Price for Mont! Receipts ter 
Period Ten Year Price it Ten 
(Cents) Period Held Period 
December........ 52.9 100 100 100 
ee 51.7 98 90 105 
February......... 53.0 100 + 92 99 
|. 54.5 103 94 87 
“SS 57.1 108 96 51 
PY 60.6 115 99 53 
SE eee 61.2 116 98 + 120 
Sp ae 61.7 117 97 63 
re 64.2 121 100 + 59 
September........ 63.4 120 98 114 
a 60.3 114 91 54 
November........ 58.4 110 87 58 


cents per bushel; but since the carrying charges up to 
August first were 11.2 cents per bushel, there was no 
gain from the holding. The table shows that in all but 
one of the eleven months corn sold at a higher price 
than at the time it was ready for the market; but if 
carrying charges be taken into account, it will be seen 
that if the farmer had sold his corn in any month except 
one he would have lost by the holding, and in that one 
month he would have about broken even. 

A similar table for cotton shows the relative average 
monthly receipts, and selling price (per pound), and 
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relative average monthly price if held, during the ten 
year period, 1904-13. 

The table indicates that the maximum selling price 
of cotton is reached in July, when it is relatively seven 
points higher than the selling price in the preceding 
November, or 12.6 cents as compared with 11.8 cents, 
a difference of 7°5 cents; that is, if it had cost nothing 
for the farmer to carry his cotton and if he sold at the 
high point, he would have gained ;°5 cents per pound; 


TABLE IV.— Corton 


A Relative Relative 
Monthly Ave Relative Av 
Price for Mont! A Mont! 
Ten Year Price for Month Receipts for 
Period Ten Year Price if. Ten Year 
(Cents) Period Held Period 
November........ 11.8 100 100 100 
December........ 11.8 100 98 83 
ae ree 11.6 98 96 49 
February......... 11.6 98 95 34 
ee eae 11.7 99 95 29 
BE cb ocicecandes 11.8 100 95 19 
ar 12.3 104 98 13 + 
- ee eee 12.4 105 98 8 
WON. .d:d's weanghiee 12.6 107 99 6 
pS | eee ee 12.3 104 a 13 
September ....... 11.8 100 ds 47 
CONOE ws. cass 11.6 98 ia 91 


but since carrying charges up to July first were 75 cents 
per pound, the farmer actually lost 75 cents per pound 
by holding. Examination of the table shows that in 
only three out of the eight months cotton sold at a 
higher price than at the time it was ready for the mar- 
ket; and if carrying charges be taken into account, it 
will be seen that if the farmer had sold in any one of the 
eight months he would have lost by the holding. 

But it is urged that the ten year average is not signifi- 
cant and that of more importance are the yearly fluctua- 
tions of which the farmer can take advantage. For 
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example, Mr. Harding, of the Federal Reserve Board, 
while disclaiming to give any advice on the matter of 
holding cotton, says: ‘I wish to call attention to the 
fact that cotton is a commodity which has always shown 
itself susceptible to marked and sudden fluctuations in 
value ’’;' and he goes on to infer that, owing to this 
fact, it should be to the farmer’s advantage to hold his 
cotton in order to take advantage of such fluctuations. 
He assumes that under prevailing conditions cotton is 
thrown on the market in such quantities as to cause 
congestion, and adds that the provision of the Federal 
Reserve Board will permit more orderly methods in 
marketing the crop. To quote, “‘ I am convinced that 
the results of a gradual marketing of the crop this season 
will be far more satisfactory than would be the case 
were the crop forced upon the market within a short 
period.’’? 

In order to show just what the monthly fluctuations 
are and what they mean to the farmer, the following 
tables have been prepared. These tables state for each 
of the four commodities the monthly selling prices for a 
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1 It is worth while to give Mr. Harding’s statement in full. After speaking about 
the possibility of holding cotton, he says: “‘ These are matters for individual judgment 
but I wish to call attention to the fact that cotton is a commodity which has always 
shown itself susceptible to marked and sudden fluctuations in value. As a case in point, 
I may cite the twelve calendar years, 1904-14, both inclusive. In one of these years, 
1904, the difference between the high and low point in the price of cotton was 10.41 
cents per pound, or more than $50 per bale (according to official quotations on the New 
York Cotton Exchange). The least range in values occurred in the year 1906 in extreme 
fluctuations of 2.65 cents per pound, or about $13 a bale, and the average annual 
fluctuation during the entire period of twelve years has been 5.38 cents per pound, or 
about $27 per bale.” 

Mr. Harding's statistics are hardly accurate. In the first place, in comparing the 
lowest price for December, 1904, with the highest price for March of the same year, he 
has not only committed the i y of paring the high of one month with the 
low of another, but has also made the very serious error of not confining his statistics to 
one crop. The real difference in price for the year should not have been 10.4 cents but, 
as given in our table, 3.9 cents; and even if we take the highest and lowest price of the 
year 1904 for the same crop, we find a difference of 4.8 cents. Mr. Harding has made the 
same error in his statistics for the year 1906. (Federal Reserve Board Bulletin, Septem- 
ber, 1915, p. 225.) 


2 Federal Reserve Board Bulletin, September, 1915, p. 225. 
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ten year period, the cost of carrying, the net selling 
price (selling price less cost of carrying), and if carried 
after being ready for market, the monthly profit or loss 
to the farmer after the carrying charges have been met. 

Table V (see pages 814-815) shows the actual gain or 
loss per bushel by holding wheat and selling in any 
month after August during each year 1903-04 to 1912- 
13, and the average monthly gain or loss during the ten 
year period. 

It is clear from this table that if the farmer had 
held his wheat from August, 1903, until the following 
November, he would have lost seven cents per bushel, 
but if he had held it until either February or July, 1904, 
he would have made a profit of the same amount. It is 
also seen that during four of the ten years there was no 
month in which the farmer could have sold at a profit 
from holding, but that in each month during these 
years he would have sustained a loss of from nine to 
forty-two cents per bushel; also that during the remain- 
ing six years there were only from two to six months in 
which he could have sold at a profit, varying from one 
to nineteen cents, from holding. During all the one 
hundred and ten months of the ten years there were only 
twenty-three months in which he could have sold at 
a profit from holding. The figures for the ten year 
average show no gain in any month from the holding, 
and show losses ranging from five to fourteen cents. 

It is to be remembered, moreover, that if we assume 
that the farmer will take advantage of the highest price 
each year, we assume him, unlike the average specula- 
tor, to be omniscient. 

Table VI (see pages 818-819) shows the actual gain or 
loss per bushel by holding oats. By holding oats until 
either November, or December, 1903, instead of selling 
in the previous August, the farmer would have lost one 
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cent per bushel, and by holding until February, 1904, 
he would have gained four cents. If a similar compari- 
son with the August selling price be made for each 
month of each of the ten years, it will be seen that there 
was one year in no month of which could the farmer have 
sold his oats at a profit from the holding, while there 
were two years in which there was no month in which 
he could not have sold at a profit from holding, and 
that during the seventy-seven months of the remaining 
seven years there were twenty-nine months in which 
there would have been gains from holding ranging from 
one to eight cents, while in the forty-eight remaining 
months there would have been losses from holding 
ranging from one to ten cents. The figures for the ten 
year average show three months in which the farmer 
would have gained from one to two cents per bushel, 
and four months in which he would have lost one to two 
cents, while in four months he would have broken even, 
by holding. 

Table VII (see pages 822-823) shows the actual gain 
or loss per bushel by holding corn. This table indicates 
that by holding his corn until either March or June, 
1904, instead of selling it the preceding December, the 
farmer would have made a profit of seven cents per 
bushel, and by holding until July he would have lost 
two cents per bushel. A comparison of the August 
selling price of each year with the other selling prices of 
that year shows that there were three of the ten years 
in which there was no month in which the farmer could 
have sold at a gain from holding, and that in from two to 
eight months of the remaining seven years he could have 
sold at a profit of from one to thirteen cents by holding. 
During all the one hundred and ten months of the ten 
years, there were only thirty-seven months in which a 
profit could have been made from the holding, while in 
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the remaining sever:ty-three months there would have 
been losses ranging from one to thirty-two cents per 
bushel. The figures for the ten year average show no 
month in which a profit could have been made from the 
holding, and ten months in which there would have been 
losses ranging from one to seven cents per bushel, and 
two months with neither profit nor loss. 

Table VIII (see pages 824-825) shows the actual gain 
or loss per pound by holding cotton. It is apparent that 
if the farmer had held his cotton from November, 1904, 
to January, 1905, he would have lost 2.8 cents per pound 
by holding, and he would also have lost by holding if he 
had sold in any month up to July first, but if he had 
sold then he would have gained ;'5 cents per pound; 
that is, if he had sold in any one of seven out of the eight 
months the farmer would have sustained losses by hold- 
ing ranging from 1.2 to 2.8 cents per pound. There was 
one year of the ten during which there was no month in 
which the farmer could have sold his cotton without loss 
from having held it since November. During the entire 
eighty months of the ten years, there were twenty-four 
months in which he could have sold with a profit, rang- 
ing from ;5 to 2.4 cents, from holding, while had he 
sold in any one of the remaining fifty-six months he 
would have sustained a loss of from ;5 to 2.8 cents 
per pound by holding. The figures for the ten year 
average show no month in which the farmer could have 
sold without loss from holding. 

A summary of the statistics shown in the preceding 
tables is given on page 826. 


The much talked of congestion due to too rapid 
marketing of agricultural products is largely a myth in 
so far as the United States is concerned. This is pre- 
vented to a great extent by certain factors which no 
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man-made regulations can get around. First of all, in a 
country as large as ours there is a wide variation in the 
crop season; our wheat harvesting, for example, begins 
in the southern part of the territory as early as June, 
while in the northern sections of the country it is in 
full swing in September. Furthermore, in regions in 
the same latitude winter wheat will be ready for harvest- 


Tse Noumser or Monrss in Eace Speciriep YEAR AND DuRING 
THe Ten YeAR AVERAGE, THE FARMER, BY Houpine His Crop, 
Coup HAVE Sotp aT a GAIN or Loss 











Wheat ! Corn! Oats ! Cotton ? 
Number of Months 
Could have Sold 

ata Gain or Loss {gain/| loss |even! gain! loss |even/ gain! loss |even| gain! loss |even 
1903-1904........... 6 5 8 1 2 7 | oo - = es 
1904-1905........... + 6; 1 2 8 1 om Betas 1 lee 
1905-1906........... si. as wae Soe 7 1 3 1 6 1 
1906-1907*.......... 6}; 3]; 2/7 4 11 oa 3/ 2; 3 
1907-19084. ......... 3 2; 1 5 5 1 2 8 1 2 5 1 
1908-1909........... 3 Bi oe 4 6 1 4 5| 2 5 2 1 
1000-1910........... ~~ S . oe Pet oe Si 6}... 3] 4 1 
1910-1911........... wo? § ee 5 5 1 1 9 1 1 6 1 
PEs os ccccccce loth 2 ee TR OE 2 eee oF Gr Ot es 
ae eee ose BS ee 3; 8 oi St 5 
SEL bccdnecees ee ee PO ee eee ee ee io Slice 
Ten year average .... | .. | 11] ../] .. 9; 2 3 4);4 on 8 
a A SOK, Bee, Gey ee Pee ee oe ee 1 6 












































ing earlier than the spring wheat, and in the same region 
the threshing period must extend over a considerable 
length of time. The exigencies of agriculture permit 
one farmer to thresh out of the shock and so get his 
grain ready for marketing weeks earlier than his neigh- 
bor who threshes out of the stack. In the case of such 
grains as corn and oats, an important steadying factor 
in marketing is the fact that in many cases it is only the 


1 Total months held, 11. ® One month no quotation for wheat. 
® Total months held, 8. 4 Five months no quotation for wheat. 
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farmer’s surplus, after the demands of live stock have 
been met, which is placed on the market, and the 
amount of this surplus cannot be ascertained since it 
depends on weather conditions — for example, on the 
length and severity of the winter — and on whether the 
price of live stock in comparison with the price of grain 
makes it worth while to have a long or short feeding 
period. The marketing of wheat will also be materially 
affected by its price as compared with the prices of the 
grains usually grown for fodder. For example, it often 
happens that large quantities of wheat intended for 
human consumption are fed to stock owing to the 
relatively high price of corn. 

The same general rules apply to cotton as to grain. 
Cotton picking begins in southern Texas in June, while 
in Georgia it is not in full swing until August; but not 
all the cotton in the same field is ready to harvest at the 
same time, and oftentimes there are three pickings, the 
first bolls opening in August and the last in December 
or even in January. Nor is it possible to gin all cotton 
as soon as picked, and so the ginning period extends 
over months. 

Furthermore, the fact should not be lost sight of that 
there are many conditions in agriculture which make it 
necessary or economic for certain farmers to hold their 
products. Landlords, for example, have to wait on the 
convenience of tenants to deliver their grain to the 
elevator, and well-to-do farmers who have a surplus of 
funds and excellent storage facilities may think it worth 
while to hold their crops. 

That nature and economic conditions which are 
largely beyond the control of man force the orderly 
marketing of crops will be easily seen by a study of the 
figures for relative average monthly receipts (see tables 














I-IV). On the assumption that the monthly move- 
ments of wheat to Chicago and Minneapolis are indica- 
tive of the movements to all markets, it is seen that the 
marketing of wheat is fairly well distributed throughout 
the year. The average number of bushels delivered in 
August during the ten year period is 11,879,900, or 9.8 
per cent of the total average delivery for the year; in 
September it is 15,658,300 bushels, or 12.9 per cent of 
the total delivery, and this is the maximum for any 
month. The months of small delivery are April, May 
and June, with percentages of 5.2, 5.1, and 4.4, respec- 
tively. In the case of oats the average number of 
bushels delivered in August is 12,377,800, or 13.2 per 
cent of the total average delivery for the year, and this 
is the maximum for any month. The months of small 
delivery are December, February, April and July, with 
percentages of 6.7, 6.7, 6.6 and 6.2, respectively. In 
the case of corn, the average number of bushels delivered 
in December is 10,949,900, or 10.4 per cent of the total 
average delivery for the year; in June it is 13,097,600, 
or 12.4 per cent of the total, and this is the maximum 
for any month. The months of small delivery are 
April, May, and October, with percentages of 5.3, 5.5, 
and 5.5, respectively. In the case of cotton the average 
number of bales delivered in October is 1,163,400, or 
18.5 per cent of the total average delivery for the year; 
in November it is 1,275,500, or 20.3 per cent of the 
total, and this is the maximum for any month. The 
months of small delivery are August, May, June and 
July, with percentages of 2.6, 2.6, 1.6 and 1.2, respec- 
tively. The average number of bales of cotton ginned 
in October is 4,526,110, or 37.0 per cent of the total, and 
this is the maximum for any month; in November 
it is 2,737,399, or 22.4 per cent of the total. The 
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months of small ginnings are August and January, with 
percentages of 4.1 and 2.2, respectively.' 

I have purposely avoided any discussion of the réle 
of the speculator in steadying prices, but I cannot 
refrain from suggesting that the function of the specu- 
lator is highly specialized and that the successful 
exercise of this important function demands intimate 
knowledge and rare ability such as, in the very nature of 
things, farmers cannot possess. Therefore to encourage 
speculation on the part of farmers by forcing the banks 
to loan them money below normal rates, under the 
guise of commodity paper, is a highly questionable 
proceeding. 

Nor have I been sufficiently bold to suggest that 
it would be cheaper for the farmer who believes that 
the future holds higher prices to sell his product and 
buy an option. However, a South Dakota farmer not 
only made this suggestion, but had acted upon it. Last 
year he raised twelve thousand bushels of wheat, 
hauled it to market from the machine and bought an 
option with the proceeds. The trouble is that he still 
has the option and cannot make up his mind whether 
to sell it at a loss or to hold on. But this farmer is in no 
worse predicament than the Georgia planter who has 
commodity paper against his cotton pressing for pay- 
ment and must sell at a loss in order to meet his obliga- 
tion. Indeed, he is better off, because he has only 
interest to meet, while the Georgia farmer has interest 
and other carrying charges and is not in a position to 
take quick advantage of the market. And the one 
farmer is just as much a speculator as the other. There 

1 The average number of bales of cotton ginned during the ten year period, 1904-13, 
for August is 500,956; September, 2,927,469; October, 4,526,110; November, 2,737,399; 
December, 1,271,105; January, 268,456. (Census Bulletin 131, p. 14.) Taking the 


figure for November as a basis (100), the relative bales ginned are — August, 18; 
September, 107; October, 165; November, 100; December, 46; January, 10. 
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is still room for another uplift organization, and if the 
farmer is to be urged to launch his unpiloted boat upon 
the maelstrom of speculation, his advisors should 
organize themselves so as to be able to tell him when 
and how to get safely back to land. 

In conclusion it will be interesting to say something 
about the effect of commodity paper on prices of agri- 
cultural products, particularly cotton. In .its Second 
Annual Report, the Federal Reserve Board seems to 
take the position that the provision for this paper 
worked magic in that within sixty days after the act 
went into effect the price of cotton advanced from eight 
to twelve cents per-pound. But since, as we have indi- 
cated, the amount of this commodity paper is a mere 
bagatelle, the Board states that the effect of the com- 
modity paper regulation was mainly anticipatory and 
protective. A study of the economic situation during 
these two months must convince the most skeptical 
that the real cause was the active buying movement on 
the part of the English and of our own domestic 
spinners; and a study of the statistics of marketing will 
show that it was not more gradual and orderly during 
the autumn of 1915 than during any other autumn. The 
abnormally low price of cotton during September, 1915, 
was due, of course, to conditions growing out of the war. 
The bulk of the 1915 cotton crop was not ready for 
market until November, and at this time the price of 
cotton was 11.6 cents per pound. A glance at Table 
VIII shows that if the farmer had held his cotton and 
had attempted to dispose of it before June first, the 
time of this writing, he would have lost money, and that 
had he sold on June first he would have about broken 
even. 

Statistics for outstanding commodity paper of all 
Federal Reserve Banks are not available, but through 








NOTES AND MEMORANDA 831 


the courtesy of the Federal Reserve Board statistics for 
the bank of Richmond are given here: 


December 1,1915......... $1,956,576.26 
ee er 2,366,512.72 
February 1,1916......... 2,128,849.38 
oS 2,126,935.72 
Pe 1,663,442.98 
May PRATER S + 1,333,831.25 
June Ss 3 6 aoe 6 924,165.12 


It is seen that the date on which the maximum 
amount was outstanding was January 3, 1916, when the 
average price of cotton was 11.1 cents per pound. 
Evidently the farmers who sold their cotton to liquidate 
this paper must have done so at a loss.' 


J. E. Popg. 


Bia Trwper, Montana. 


1 I wish to exp my appreciation of the privilege accorded by Dr. H. W. Gilbert- 
son, of the Department of Agriculture, of reading his unpublished monograph on The 
Marketing of Farm Products, submitted as a thesis to the faculty of the graduate 
school of Cornell University. Dr. Gilbertson comes to the same conclusions as the 
writer of this note. In this monograph Dr. Gilbertson has extended his study to 
other farm products, and he concludes that it wil] not pay the farmer, one year with 
another, to hold his potatoes, his hay or his apples. 
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APPENDIX 


MEMBERSHIP OF AMERICAN TRADE UNIONS, 
1897-1914 
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Longmans, Green & Co. 1916. we: 180. $1.50. (Columbia 
University Studies, Vol. LX-XII, No. 3.) ; 
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Trade. New York: American Exchange National Bank. 1916. 


pp. 48. 

Atlanta University. Select Discussions of Race Problems: A Collection 
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lems. Atlanta: Atlanta University Press. 1916. pp. 108. $.50. 
(Atlanta University Publications, No. 20. 
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Bose, Sudhindra. Some Aspects of British Rule in India. Iowa City: 
University of Iowa. 1916. pp. 149. $.80. (University of Iowa 
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Boucher, C. 8. The Nullification Controversy in South Carolina. 
Chicago: University of Chi . 1916. pp. 399. $1.50. 

Brooks, C. E. Life Insurance for Professors: A Study of the Problem 
of Protection for the Families of Salaried Men. Berkeley: Univer- 
mS of California. 1916. pp.30. $.25. (University of California 
Publications in Economics.) 

Brown, H.G. Transportation Rates and Their Ri tion: A Study of 
the Transportation Costs of Commerce with ial Reference to 
— Railroads. New York: Macmillan. 1916. pp. 347. 

Bureau of Railway Economics. Arguments for and against Limitation 
of Length of Freight Trains. Washington: Bureau of Railway 
Economics. 1916. pp. 63. (Miscellaneous Series, No. 23.) 

Chu, Chin. The Tariff Problem in China. New York: Longmans, 
jn ‘ Co. 1916. pp. 191. $1.50. (Columbia University 

tudies. 

Clarke, E. L. American Men of Letters: Their Nature and Nurture. 
New York: Longmans, Green & Co. 1916. pp. 169. $1.50. 
(Columbia University Studies, Vol. LXXII, No. fy 

Cumming, C. L. The Artesian Wells of Montreal. Ottawa: Govern- 
ment Printing Bureau. 1916. pp. 153. (Canada Department of 
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Davidson, W. L. Political Thought in England: The Utilitarians from 
Bentham to J. 8. Mill. New York: Henry Holt & Co. 1916. 
pp. 256. _$.50. (Home University myer, 

Davis, A. McF. Certain Old Chinese Notes or Chinese Paper Money. 


Boston: C. pe yap eee 1916. pp. 58. (Reprinted from 
v Troveedings of the American Academy of Arts and Sciences, 
ol. L, No. 11. 
Eisenman, Charles. Everybody’s Business. Cleveland: Burrows Bros. 
Co. 1916. pp. 166. 
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Ferguson, Maxwell. State tion of Railroads in the South. New 
York: Longmans, Green & Co. 1916. Pp. 228. $1.75. (Colum- 
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w Wilson: The Man and His Work. New York: 
mb Ay Jeton & Co. 1916. P 332. $1.50 
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Gillette, J eS A. C. McClurg & Co. 1916. 
pp. 159. M350. ( tonal Socal Science Series.) 

Groat, G. G. Organized Labor in America. New York: Macmillan. 
1916. Pp. 494. $1.75. 

Haynes, F. KE. Third Party Movements Since the Civil War, with 

Reference — Iowa. Iowa City: State Historical Society of 


Iowa. Bc Fey 
Hibbs, H ant Mortality: Its Relation to Social and Indus- 
— aisitions New York: Russell Sage Foundation. 1916. 


Hit B.. K. ‘the a Origins of the Islamic State: Being a translation from 
the Arabic, Accompanied with Annotations and Geographic and 
Historic Notes. New York: Longmans, Green & Co. 1916. pp. 
518. $4.00. (Columbia University Studies, Vol. LX VIII.) 

McConnell, R.G. Texada Island, B.C. Ottawa: Government Print- 
ing Bureau. 1916. pp. 112. (Canada Department of Mines, 
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Maxim, Hudson. enseless America. New York: Hearst’s Inter- 
national iiary Co 1916. pp. 318. $2.00. 
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National Am New York: Hearst’s International Library Co. 


Millioud, Maurice. The Ruling Caste and Frenzied Trade in Germany. 
Boston: Houghton, Mifflin Co. 1916. pp. 158. $1.25. (With 
an Introduction by Sir Frederick Pollock.) 
Mote, C. H. . Industrial Arbitration. Indianapolis: Bobbs-Merrill Co. 
1916. pp. 351, xlv. $1.50. 
New} York, ent of Labor. Industrial Accident Prevention. 
Albany: J. B. Lyon Co. 1916. pp. 54. (Special Bulletin No. 


77.) 

Onin, Guta Our National Problems: Their True Faith and 

ce. New York: Macmillan. 1916. pp. 124. $.50. 

Parmelee, Maurice. Poverty and Social Progress. New York: Mac- 
millan. 1916. pp. 477. $1.75. 

ron, 6. C. The Economy and Finance of the War. London: J. M. 

t & Sons. 1916. pp. 96. Is. 

Prato a od Problemi Monetari e Bancari nei Secoli XVII e 
XVII 4 — Societa Tipografico-Editrice Nazionale. 1916. 
pp 

——. Sulle Premesse Economiche del eteatte Collettivo di Lavoro. 

* Torino: Fratelli Bocca. 1916. 

, W.E. Notre art m ay ue a Genéve. Sonor, 8. A. 
1916. pp. 51. 1 fr. Tot my delivered at the University of 


Robinson, M. H. Cmpatigs Do Chicago: La Salle Extension 
University. 1916. pp. 269. $2.00. 
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Rogers, Lindsay. The Postal Power of Con; : A Study in Constitu- 
tional Expansion. Baltimore: The Johns Hopkins Press. 1916. 
- 189. (Johns Hopkins University Studies, Series XXXIV, 


0. 2.) 
Rose, 3 H. me yy > Modern History. New York: Macmillan. 
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Schofield, S. 7G Geology of Cranbrook Map-Area, British Columbia. 
— Government Printing Bureau. 1916. pp. 245. (Canada 
artment of Mines — Series No. 62.) 
Scott, ‘an Money and B. ae New York: Henry Holt & Co. 
1916. pp. 406. $2.00. (Fifth edition: rewritten, rearranged and 


enlarged.) 

Sellars, R. W. The Next Step in Democracy. New York: The Mac- 
millan Co. 2. pp. 275. $1.50. 

Tener S M. 8S. Russian Foreign Yah the East. Oakland: 


7 Publishing Co. 1916. pp. 38. $.50. 
baa E., and others (editors). The Socialism of To-Day: A 
Book of the Present Position and Recent Development of 
~ 2 Socialist and eo get in all countries. New York: Henry 
Holt & Co. 1916. $1 af (Edited by a Committee of 
the Intercollegiate Pi ist ‘Society 

Webster, Hutton. Rest Days: A Se i in as Law and Morality. 
New York: Macmillan. 1916. pp. 325. $3.00. 

Wiest, Edward. The Butter a in the United States: An Eco- 
nomic Study of Butter ‘. Ol —— New York: Long- 
mans, Green & Co. 1916. . 264. $2.00 

Wright, P. Q. The Enforcement by International Law through Munici- 

pal Law in the United States. Urbana: University of Illinois. 
1916. wis. Pe 264. $1.25. (University of Illinois Studies in the 
ences, Vol. V, No. 1.) 























MATERIALS FOR THE STUDY OF 
ECONOMICS 


A series of volumes edited by the 

Department of Political Economy 

of the University of Chicago and 
published by 


THE UNIVERSITY OF CHICAGO PRESS 








PRINCIPLES OF MONEY AND BANKING 

A Series of Selected Materials with Original Introductions. By Haroip 
GLENN Movutton, Assistant Professor of Political Economy in the University 
of Chicago. 800 pp., 8vo, cloth; $3.00, postage extra (weight 3 lbs., 4 oz.). 
By combining in one volume the virtues of the usual text and the collateral 
book of readings he gives a vitality to the subject matter not afforded by the 
ordinary text and a range of content that cannot be obtained by any single 
writer. 








EXERCISES AND QUESTIONS 
IN MONEY AND BANKING 
By Harotp GLenn Mov troy, Asst. 
Professor of Political Economy, Uni- 

versity of Chicago. 
Readyin September. Price, 50 cents. 


EXERCISES IN CURRENT 
ECONOMICS 
By Watton Hate Hamitton, Pro- 
fessor of Political Economy, Am- 
herst College. 


Readyin September. Price, 50 cents. 








AGRICULTURAL ECONOMICS 


By Epwin G. Novurss, Professor of Economics, University of Arkansas. 
Ready in November. Price, $2.75. 





MATERIALS FOR THE STUDY OF ELEMENTARY ECONOMICS 
Edited by L. C. MarsHatt, Cuester W. Wricut, and James A. Fiexp, 
Department of Political Economy, University of Chicago. 

xviii ++ 928 pp., 8vo, net $2.75 (weight 3 Ibs. 6 oz.) 


OUTLINES OF ECONOMICS DEVELOPED IN A SERIES 
OF PROBLEMS 
Prepared by members of the Department of Political Economy, University 
of Chicago. xvi-+ 144 pp., 12mo, net 50 cents (weight 13 oz.) 


CURRENT ECONOMIC PROBLEMS 


Edited by Watton Hatp Hamitton, Professor of Political Economy, Am- 
herst College. xl -+ 790 pp., 8vo, net $2.75 (weight 3 lbs. 1 oz.). 











Correspondence with the publishers invited. Examination copies on request. 


THE UNIVERSITY OF CHICAGO PRESS 
CHICAGO ILLINOIS 























EARLY DIPLOMATIC RELATIONS 
BETWEEN THE 


UNITED STATES AND MEXICO 


BY 


WILLIAM R. MANNING, Pu.D. 


Adjunct Professor of Lstin-American History in the University of Texas 
418 Pages. Cloth, $2.25 


Tuis volume is based on a series of lectures delivered at the Johns 
Hopkins University in 1913 on the Albert Shaw Foundation. It 
deals with a period in the diplomatic relations between the United 
States and Mexico, which has hitherto been largely ignored by 
historians, whose attention has for the most part been centered on 
the Texas revolution, the admission of Texas into the Union, and 
the war between the United States and Mexico. The present 
volume deals with the beginnings of Mexican diplomacy, and is 
occupied mainly with the mission of Joel R. Poinsett, the first 
American minister to Mexico. It is based very largely on informa- 
tion derived from unpublished manuscripts in the archives of the 
Hs. > sams of State in Washington and of the Ministry of Foreign 
tions in Mexico. 

The writer shows in an interesting way how the British took 
advantage of our delay in establishing a permanent representative 
at the Mexican capital to promote British influence over the 
Mexican government, and how Poinsett’s efforts to recover pres- 
tige for his government involved him in difficulties and in charges 
of intermeddling in the internal affairs of the country. The sus- 
picions thus aroused, together with Poinsett’s connection with 
the York Masons, thwarted his efforts to bring to a successful 
conclusion the treaty negotiations with which he was charged. 
Professor Manning shows that in the misunderstandings and differ- 
ences that arose during the years 1825-1829 are to be found the 
origin and explanation of the irreconcilable differences which 
developed during the next two decades and which finally resulted 
in war between the United States and Mexico. The volume thus 
constitutes a fitting introduction to Reeves’s Diplomatic Relations 
of the United States under Tyler and Polk and Adams’s British 
Interests and Activities in Texas, 1838-1846, which were originally 
delivered as lectures on the Albert Shaw Foundation and are like- 
wise published in this collection of works dealing with the different 
phases of American diplomacy. 


THE JOHNS HOPKINS PRESS 


BALTIMORE, MARYLAND 







































RECENT, SCHOLARLY 
AND PRACTICAL 


Selected Readings in Rural Economics 
Compiled by Professor Taomas Nrxon Carver, Harvard University. 
947 pages. $2.80. od 

Excellent material ordinarily difficult of access, and representing 
the authorship of many leading authorities on the subject. Agricul- 
tural History, Land Tenure, The Farmer’s Business, Agrarian Move- 
ments, Rural Organization and Marketing, and Agricultural Policy 
are among the subjects discussed at length. 
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Readings on the Relation of Government 
to Property and Industry 


Edited by SAMuEt P. Orta, Professor of Political Science in Cornell 
University. 664 pages. $2.25. 


Many of the important writings on the subject are frequently 
referred to, and have come to be recognized as necessary to the stu- 
dent, yet heretofore they have not been brought together in one 
volume. The student has been compelled to search the files of the 
law reviews, the publications of learned societies, and government 
documents in order to get at any considerable body of this literature. 
Classroom instruction in a subject of the greatest moment has thus 
: been greatly handicapped. 


Trusts, Pools and Corporations 
Edited by Professor Wirt1am Z. Riprey, Harvard University. 
872 pages. $2.75. 

Four hundred pages are added to the earlier edition of this unique 
and successful book. Though in form a collection of far-reaching 
l court decisions, evidence rendered in important cases, contemporary 
official reports and scholarly studies, it is in essence a textbook. It 
is a deliberate attempt to apply the case system, in vogue in so many 
of our law schools, to the study of economics. Hence, each chapter 
’ deals with a single, definite, typical phase of the general subject of 
industrial combination. 
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ECONOMIC PRIZES 


THIRTEENTH YEAR 


In oF to arouse an interest in the study of topics relating to commerce 
and industry, and to stimulate those who have a college training to consider 
the problems of a business career, a committee composed of 


Professor J. Laurence Laughlin, University of Chicago, Chairman 
Professor J. B. Clark, Columbia University 

Professor Henry C. Adams, University of Michigan 

Horace White, Esq., New York City, and 

Professor Edwin F. Gay, Harvard University 


has been enabled, through the generosity of Messrs. Hart, Schaffner & Marx, 
_— to offer in 1917 four prizes for the best studies in the economic 
eld. 

In addition to the subjects printed below, a list of available subjects pro- 
posed in past years will be sent on application. Attention is expressly 
called to the rule that a competitor is not confined to topics proposed in the 
announcements of this committee, but any other subject chosen must first 
be approved by it. 

1. The effect of the European War on wages and the activity of labor organizations 
in the United States. 
- Social Insurance. 
- The Practical Working of the Federal Reserve Banking System. 
. The Theory and Practice of a Minimum Wage Law. 
. Emergency Employment. 

Class B includes only those who, at the time the papers are sent in, are 
undergraduates of any American college. Class A includes any other 
Americans withont restriction; the possession of a degree is not required of 
any contestant in this class, nor is any age limit set. 


A First Prize of One Thousand Dollars, and 
A Second Prize of Five Hundred Dollars 


are offered to contestants in Class A. 


A First Prize of Three Hundred Dollars, and 
A Second Prize of Two Hundred Dollars 


are offered to contestants in Class B. The committee reserves to itself the 
right to award the two prizes of $1,000 and $500 of Class A to under- 
graduates in Class B, if the merits of the papers demand it. The committee 
also reserves the privilege of dividing the prizes offered, if justice can be 
best obtained thereby. The winner of a prize shall not receive the amount 
designated until he has prepared his manuscript for the printer to the satis- 
faction of the committee. 

The Renter of the yright of successful studies will vest in the donors, and it is expected that, 


co 
wi ding the use af tae papers as theses for higher degrees, they will cause them to be issued 
in some permanent form. 
not 





Ot wm Co bo 


Competitors are advised that the studies should be thorough, expressed in good English, and although 
peeges se Se length, they should not be needlessly expanded. They should be inscribed with an 
me, the c’ in which they are presented, and accompanied by a sealed envelope giving the real 
idress of the competitor. No reer is eligible which shall have been printed or published in a 
EF oe Hocice the identity of the author before the award shall have been made. If the competitor is in 
Cc B, the sealed envelope should contain the name of the institution in which he is studying. The 
papers should be sent on or before June 1, 1917, to 


J. Laurence Laughlin, Esq. 
The University of Chicago 
Chicago, Illinois 
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HARVARD UNIVERSITY 


COURSES IN HISTORY, GOVERNMENT, AND ECONOMICS FOR 1916-17 


om following are full courses running through the year, unless otherwise ‘stated. 


ts indicate that the course is omitted in 1916-17. Courses omitted in one year 


are usually given in the following.] 


1. 
2. 


8 PSF 


HISTORY 


Primarily for Undergraduates 


European History from the Fall of the Roman Empire to the Present Time (in- 
troductory course). Professor Haskins and others. 

European History from the Close of the Middle Ages to the Outbreak of the 
French Revolution. Mr. Lasxr. 

Continental Europe since 1815. Half-course. Asst. Professor Lorp. 

The Expansion of Europe since 1815. Half-course. Professor CooLmpce. 

American History: e Formation of the Union, 1760-1829. Half-course. 
Dr. Morison. 

American History: The Development of the Nation, 1830 to the Present Time. 
Half-course. fessor CHANNING and assistant. 


For Undergraduates and Graduates 


. History of the Roman Republic. Half-course. Professor FerGuson.] 


History of the Roman Empire. Half-course. Professor Fercuson.] 

History of Greece to the Roman Conquest. Professor FerGuson. 

The Church in the Middle Ages from Charlemagne to Dante. Half-course. 
Professor EMERTON. 

The Era of the Reformation in Europe from the Rise of Italian Humanism to the 
close of the Council of Trent (1350-1563). Professor Emerron.] 

History of France to 1328. Half-course. Professor HaskKINs. 

eo History of England to the Sixteenth Century. Asst. Professor 

cILWAIN. 

American History to 1760. Half-course. Professor CHANNING. 

History of England during the Tudor and Stuart Periods. Asst. Professor Mrr- 
RIMAN. 

The History of England from 1688 to the Present. Asst. Professor JoHNSTON. 

The French Revolution and Napoleon I. Asst. Professor JoHNSTON. 

History of Russia. Asst. Professor Lorp. 

History of the Spanish Empire. Half-course. Asst. Professor MERRIMAN. 


. The History of the West to 1840. Half-course. Professor TURNER.] 
. The History of the West, 1840-1915. Half-course. Professor TURNER.] 


The American Nation: a Study of the Expansion of the United States. Half- 
course. Professor FarRAND (Yale University). 

nny of ‘y Far East in the Nineteenth Century. Half-course. Professor 

OOLIDGE. 

The Eastern Question. Half-course. Professor Coo.ipes. 

History of Modern Germany. Asst. Professor Lorp.] 

bes History of Massachusetts from 1780 to the Present Time. Half-course. Dr. 

ORISON. 

The Political Geography of Europe. Half-course. Asst. Professor JoHNSTON.] 

Hellenistic Culture: its Character and Spread. Half-course. Professor FerGuson. 

History of France in the Seventeenth and Eighteenth Centuries. Half-course. 
Asst. Professor Lorp.] 

The Age of the Renaissance in Europe.] 

™ Anti-Slavery Movement and Abraham Lincoln. Half-course. Professor 

ART. 

Introduction to Military History and Theory. Asst. Professor JoHNSTON [and 
Professor Gay. 

South America: the History of the Chief South American Countries, with Special 
Reference to the Argentine Republic, and a Comparison of its Constitutional 
Development with that of the United States. Half-course. Professor QUESADA 
and Dr. KLEIn. 

Recent Commercial History of Latin America. Half-course. Dr. Kux1. 

Higery of Mexico, Central America, and the West Indies. Half-course. (Dr. 

IN. 











Primarily for Graduates 


{6. The First Eight Christian Centuries. Professor Emmrron.] 
21. Introduction to the Sources of Mediaeval History. Half-course. Professor 


Haskins. 

me = no of Latin Ne ag 3 x os reference to the use of historical 

alf-course. Professor Hask1ns.] 
opics in the Historical Development of American Institutions: Political 
seeced Topi n , 1820 to 1850. Half-course. Professor CHANNING. 

5 See Topics in the Historical Development of American Institutions: Political 

and Social History since 1865. Half-course. Professor CHANNING. 

. The Literature of American wow 6 Half-course. Professor CHANNING.] 

. The History of Christian Life and Institutions in Europe since the Reformation. 

Half-course. Professor Epwarp C. Moore. 

. The ion of Christendom and the Naturalization of Christianity in the 
Orient, more particularly during the Nineteenth Century. Half-course. Pro- 
fessor Epwarp C. Moore. 

Historical il Bibliograph a Criticism. Half-course. Professor Haskins. 

Histo: Considered in its Relation to the Prevailing Phil- 
osop oe 7 "Period, rom the Earliest Time to the Eighteenth Century. 

Po wy LL) 

in ern European tory: Bismarck’s Foreign Policy, 1862-71. 
“Kest.. Professor Lorp. , 
Selected Topics in the History of the Nineteenth Century. Professor ‘Coonmen. 
Topics from the History of Continental Europe in the Sixteenth and 
Seventeenth Centuries. Half-course. Asst. Professor MERRIMAN.] 

Roman Constitutional History. Professor Fercuson. 

Greek Political Institutions. Professor Fmrcuson.] 

Byzantine History. Half-course. Professor Fzrcuson.] 

Gente Studies in the Institutions of Western Europe, 1300-1600 (England, 
France, Spain). Half-course. Asst. Professor MERRIMAN.] 

Early Medineval Institutions. Half-course. Professor HasKrns.] 

Selected Topics in American History, 1840-1855. Professor TURNER.] 

Diplomatics. Half-course. Professor Hasxk1ns.] 

46. Manuscript Materials of American History. Half-course. Mr. W. C. Forp. 

[47. Introduction to the Sources of Modern European History, principally of the 
Eighteenth and Nineteenth Centuries. Half-course. Asst. Professor Lorp.] 

48. General History of Russia (advanced course). Asst. Professor Lorp.] 

52. European Diplomacy since 1814. Half-course. Asst. Professor JonNsTON.] 

60. — in the Constitutional History of the Argentine Republic. Half-course. 

fessor QUESADA. 

[History of Religions 1. The Origin and Development of Religion. First half-year. 

Professor G. F. Moors. 
see — 2. History of Religions in Outline. Half-course. Professor 
OORE 
[History of Religions 3. Germanic and Celtic Religions. Half-course. Professors 
Kirrrepes and F. N. Rosinson.] 
[History of Religions 7. The Religion of the Roman Empire at the Beginning of the 
History f Reli aa 9. ‘Besinnings of Christianity. "Prof L 
a oO ristianity ofessor LAKE. 
agg of the Church in Outline. Professor PLaTNER. 

[History A 2: History of Christian Doctrine. Professor PLATNER.] 

History A 3. Christian Institutions, historically and comparatively considered. Pro- 

fessor PLATNER. 

[History A 4. History of the Church in England. Half-course. Professor PLaTN=R.] 

History A 5. History of the Church in America. Half-course. Professor PLATNER. 

[History A 6. History of Early Christian Literature. Professor PLATNER.] 
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Courses oF RESEARCH 


20a. Topics and hours by appointment. Professor EMerTon. 
= Topics in the History of English Legal Institutions. Asst. Professor MclItwaln. 
20c. Mediaeval Institutions. Professor Haskins. 
20d. History of Continental Europe and of Asia in the Eighteenth and Nineteenth 
Centuries. Professor Coonipes and Asst. Professor Lorp. 
20e. American History. Professor CHANNING 
[20/. —_. ae in the Tudor rvs ‘Stuart Periods. Asst. Professor Mzn- 


209. Topies it - the ip tony of Spain in the Fifteenth and Sixteenth Centuries. Asst. 
oo Sod 


20h. Topics in the ide 0 and Present Conditions of Latin America. Dr. KuEmn. 
20i. Topics in Greek and Roman History. Professor Ferauson. 
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20k. 


Topics in United States History. Dr. Morison. 


20m. Topics in Military History. Asst. Professor JoHNsTON. 


20n. 


American History. Professor Farranp (Yale University). 


History of Religions 20. Professor G. F. Moore. 


1. 


[3. 
4. 


is. 
6b. 


SSFSEPS PEE 


. Trade-Unionism and Allied Problems. Hal; 


GOVERNMENT 


Primarily for Undergraduates 
Constitutional Government. Professor Munro and assistants. 


For Undergraduates and Graduates 


Party Government. Asst. Professor HoucomBz.] 

Elements of International Law. Professor Witson and assistants. 

The Development of Roman Law. Half-course. Asst. Professor McIuwarn.] 

The Development of ish Law. Half-course. Asst. Professor McIuwar.] 

Political Theories of Modern Times. Half-course. Asst. Professor HoLcomBE. 

Government of the French Republic and of the German Empire. Half-course. 
Asst. Professor YBOMANS. 

Government of American States. Asst. Professor HoucomBE. 

Government of England. Asst. Professor McIuwatn. 

Constitutional Development of the United States (1775-1918). Professor Harr.] 

American Diplomacy: Treaties; Foreign Policy. Professor Harr. 

Municipal Government. Professor Munro. 

State and City Government in Massachusetts. Half-course.] 

Colonial Governments. 

Municipal Administration. Professor WHIPPLE. 

Military Administration — Railroads, War, Navy Department, Sanitation. Half- 
o— Professors Hart, WuirrLe and CunnincHam and Asst. Professor 

OHNSTON. 


Primarily for Graduates 
History of Political Theories. Half-course. Asst. Professor HoLcoMBE. 


6a. 
Federal Government: History, Theory, and Systems. Half-course. Professor 


Harr. 
American Political System, National, State, and Municipal. Professor Harr. 
International Law as administered by the Courts, and as observed in Inter- 
national Negotiations. Professor Winson. 
American Constitutional Law. Mr. McLain. 
Selected Cases in International Law. Professor WiLson.] 


Courses or RESEARCH 


Selected Topics in Municipal Government. Professor Munro. 
International Law. Professor WiLson. 


. Selected Topics in State Government. Asst. Professor HoLcomBE. 
. American Institutions — National, State, Municipal and Diplomatic. Professor 


Harr. 


ECONOMICS 


Primarily for Undergraduates 


—— of Economics. Asst. Professor Day, Dr. Davis, Dr. BurBanx and 
others. 


For Undergraduates and Graduates 


. Accounting. Half-course. Dr. J. 8. Davis. 
. Statistics. Half-course. Dr. J. 8. Davis. 


European Industry and Commerce in the Nineteenth Century. Half-course. 
Professor Gay. 
Economic History of the United States. Half-course. Professor Gay. 
Money, Banking, and Commercial Crises. Asst. Professor ANDERSON. 
Economics of Transportation. Half-course. Professor RIPLEY. 
Economics of Corporations. Half-course. Professor R1Pizey. 
Public Finance, exclusive of Taxation. Half-course. Professor BULLOcK. 
The Theory and Methods of Taxation. Half-course. Dr. BURBANK. 
-course. Professor RirtEy. 





The Labor Movement in Europe. Half-course.] 
Economic » eeenes. Profesor Taussia. 


: Principles of Daler CaRVER. 
Economics of yee ture. Half-course. Professor CARVER. 


Primarily for Graduates 


. Economic Theo Professor Tavssia. 
. The Distribution of Wealth. Half-course. Professor CARVER. 
Statistics: reat Method, and tice. Asst. Professor Day. 
ane a ure of Economics to the year 1848. Professor BuLLock. 
French x Economists of the Nineteenth Century. Professor Gay. 
L The Theories of Contem porary Socialism. Half-course.] 
: abe and! and Related Problems. Asst. Professor ANDERSON, 
Avalia . Half-course. Asst. Professor ANDERSON. 
" Historical Sociology, Hi . Asst. Professor ANDERSON. 
Bienetsle istery of Benope from the Thirteenth to the Barly Nineteenth © “ 


Topice i in the Economic — of the Nineteenth Century. Professor Gar] — 
ic cry Professor BuLLock. 
course. Professor CARVER. 


Economics of Agriculture. Hi 
International Trade and Tariff . Half-course. Professor Taussra. 
Problems of Labor. Professor Ririzyr. 
Courses or RESEARCH 
| em Theory; International Trade and Tariff Problems. Professor Taveatts 
Economic Theory; Economies of Agriculture. Professor CaRvER. 
Principles of Corporation Finance. fessor Rrpuey. 


Economic History. Professor Gay. 
American Taxation and Finance; History of Economic Thought. Profe 


BuLLocK. 
Money, Banking, and Crises. Professor Spracun. 
Accounting. Assoc. Professor CoLz. 


omic Thee), Asst. Professor ANDERSON. 


20a. 
20d. 

20c. 
20d. 
20e. 
20f. 
(ook. 
20%. 


it 


SOCIAL ETHICS 


For Undergraduates and Graduates 


Social Problems and Social Policy. Asst. Professor Fomrsrer and Asst. 
fessor Forp. 
Poor Relief. Half-course. Asst. cane Forp. 


and Penology. Half-course. 
and Race Problems. Halj-course. Asst. Professor ForrstTsr. 


The apie a Half-course. . Professor Forp. : J 
cy meng Other ase of dt eng with Special Consideration 
ce. Half-course. OERSTER. 
Rows Social Development. Heificonee. Asst. Professor Forp. 
Child-Helping Agencies. Half-course. Dr. CarsTens. 


Primarily for Graduates 
Recent Theories of Social Reform. Half-course. Asst. Professor FomrsTsr. 


Courses ror RESEARCH 


20. Special Researches. Asst. Professor ForrsTer and Asst. Professor Forp. 
[20a. Seminary. Labor Legislation especially with reference to standards of living 
standards of earning. Asst. Professor Fomrst=r.] 
20b. Seminary. The Alcohol Problem. Asst. Professor Forp. 
20c. Selected Problems in Public Health. Asst. Professor Forp. 


ox wt ~ 


me 
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Descriptive pamphlets relative to the above-named courses for the year 1916 
17, with circulars regarding admission to Harvard College and the Graduste B Schools, 


may be obtained by applying to 


THE SECRETARY OF THE FACULTY OF ARTS AND SCIBNCES, 
University Hall, Cambridge, Mass 


rs 
HARVARD UNIVERSITY PRESS 





























HARVARD ECONOMIC STUDIES 


The Harvard Economie Studies are published as inde- 
pendent volumes of uniform octavo size, separately 
paged, and in cloth binding. 


Vor. I. The English Patents of Monopoly, 1560-1640, by 
William Hyde Price, Ph.D. Price $1.50. 

“Vou. Il. The Lodging House Problem in Boston, by Albert 
Benedict Wolfe, Ph.D. Price $1.50. 

Vou. Ill. The Stannaries: a Study of the English Tin Miner, 
by George Randall Lewis, Ph.D. Price $1.50. 

Voi. IV. Railroad Reorganization, by Stuart Daggett, Ph.D. 
8vo. Price $2.00. A detailed history and analysis of seven 
important railroad reorganizations. 

Vou. V. Wool Growing and the Tariff, by C. W. Wright, Ph.D. 
8vo. Price $2.00. A complete history of the wool growing industry 
in the United States and its relation to our tariff policy. 

Vout. VI. Public Ownership of Telephones on the Continent of 
Europe, by Arthur Norman Holcombe, Ph.D. 8vo. Price $2.00. 
A full and impartial account of telephone history in Germany, 
France, Italy, Holland, Scandinavia, with a consideration of the 
consequences of public ownership. 

Vout. VII. The British Post Office, by Joseph Clarence Hem- 
meon, Ph.D. S8vo. Price $2.00. A general survey of the develop- 
ment of the British Post Office from its infancy to the present time. 

Vol. VIII. The Cotton Manufacturing Industry in the United 
States, by Melvin Thomas Copeland, Ph.D. 8vo. Price $2.00. 
A description of the American cotton manufacturing industry and a 
comparison of conditions in Europe and in the United States. 

Vol. IX. The History of the Grain Trade in France, by Abbott 
Payson Usher, Ph.D. Price $2.00. A significant study of the evo- 
lution of trade from limited local markets to a wholesale marketing 
of the world’s staple commodities. 

Vol. X. Corporate Promotions and Reorganizations, by Arthur 
Stone Dewing, Ph.D. Price $2.50. Detailed accounts of the pro- 
motion, mismanagement, and reorganization of fourteen large in- 
dustrial combinations. 

Vol..XI. The Anthracite Coal Combination in the United States, 
by Eliot Jones, Ph.D. Price $1.50. A thorough discussion of the 
problems connected with the development of this combination. 

Vol. XII. Some Aspects of the Tariff Question, by Frank William 
Taussig, Ph.D., Litt.D. Price $2.00. A discussion of tariff prob- 
lems in general with illustrations from the sugar, steel, and textile 
industries. 

Vol. XIII. The Evolution of the English Corn Market from the 
Twelfth to the Highteenth Century, by Norman S. B. Gras, Ph.D. 
Price $2.50. 

Vol. XIV. The Development of the Doctrine of Adaptation as a 
ape of Social Progress, by Lucius Moody Bristol, Ph.D. Price 
2.00. 

Vol. XV. The Financial History of Boston, by Charles Phillips 
Huse, Ph.D. In Press. 





HARVARD UNIVEKSITY PRESS 
Office, 2 University Hall, Cambridge 





SCIENTIFIC PUBLICATIONS 


HARVARD UNIVERSITY 


Harvard Oriental Series. Under the direction of the Department of Indic Philology. 
Vols. I-X XIII have been published. Several more volumes in preparation. 

Harvard Semitic Studies. Under the direction of the Committee of Instructors in 
Semitic Languages and History. Vol. III has been published. Vols. I and II in 
preparation. 

Harvard Studies in Classical Philology. Edited by a committee of the Instructors in 
Classics. One volume published yearly. Vols. I-X XVII have been issued. (Each 
volume includes several papers.) 

Studies and Notes in Philology and Literature. Under the direction of the Modern 
Language Departments. Vols. I-XI have been published. (Most of them are 

' single monographs.) : 

Harvard Studies in Romance Languages. Published under the direction of the Depart- 
ment of French and other Romance Languages and Literatures. One volume has 
been published and.one is in press. 

Harvard Business Studies. One volume has been published. 

Harvard Studies in Comparative Literature. Vols. I-IV have been issued. Several 
others in preparation. (Monographs.) 

Harvard Studies in Education. Two volumes have been published. Several others 
in pre tion. ee) 

Harvard terical Studies. Under the direction of the Department of History and 
Government. Vols. I-XXIII have been published. 

The Military Historian and Economist. Edited by Professor R. M. Johnston and Cap- 
tain A. L. Conger, U.S.A. 

The Quarterly Journal of Economics. Under the direction of the Department of 
Economics. Vols. I-XXIX have been published. Subscription, $3.00. 

Economic Studies. Under the direction of the Department of Economics. 
Vols. I-XV have been published. 

Publications of the Bureau for Research in Municipal Government. Two volumes § 
have been issued. 

Harvard Studies in Jurisprudence. Published under the direction of the Faculty 
of Law. One volume has been published. 

The Harvard Law Review. Edited by a board of students of the Harvard Law School. 
Vols. I-X XVIII have been issued. Subscription, $2.50. 

Harvard Psychological Studies. Edited by the Harvard Psychological Laboratory. 
Vols. I-IV issued. (All reprints.) 

Publications of the Astronomical Observatory. More than seventy-five large quarto 
volumes of Annals have been published; Circulars; Silver Prints of photographs; 
Lantern Slides. 

Publications of the Museum of Sangoestine Zodlogy. Bulletins, fifty-six volumes; 
a forty volumes, — have been published. Others are in course of publi- 
cation. For price list opply to the Director of the Museum of Comparative Zodlogy, 
Cambridge, Mass. (All monographs.) 

Contributions from the Zodélogical Laboratory of the Museum of Comparative Zodlogy 
are published in part in the Bulletin of the Museum, in part elsewhere. Two 
hun and fifty-two numbers have been issued. (Reprints.) For information 
spply to Professor E. L. Marx, Museum of Comparative Zodlogy, Cambridge, 


ass. 
Publications of the Peabody Museum of American Archaeology and Ethnology. 
Annual Reports, forty-eight numbers; Archaeological and Ethnological Papers, 
eighteen numbers; Memoirs, sixteen numbers published. Special Publications. 
For price list address Ppasopy Musrum, Cambridge, Mass. 
The Harvard Theological Review. Edited by a Committee of the Faculty of the 
Harvard Divinity School. Vols. I-VIII have been published. Subscription, $2.00. 
Bulletin of the Bussey Institution. Vols. I and II have been issued. Address the BussaY 
InstiTuTION, Jamaica Plain, Mass. 


UNLESS A SPECIAL PUBLISHER IS NAMED 
ORDERE SHOULD BE SENT TO THE 


HARVARD UNIVERSITY PRESS 
2 University Hari, CamBringe, Mass 











